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PREFACE 

EY1  N   before  tin-  war  tin-  Bowing  need  of 
large   i  to  meet  the  new 

B  upon  the  modern  S 

problem  of  taxation  into  a  place  oi 
creased   prominence  in    the    politics   of  c 
civilized  nation.     Noii-remunnative  State  ser- 
vices were  continually  increasing  in  number, 
scope,    and    intricacy,    and    the    annual    l>ill> 
kept    mounting   up.     In   some   countries    the 

ased   expenditure    could    be    largely    met 
out   of   i  from   public  properties  or  re- 

munerative   M-rvices.     But    in    Great    Bri 

in   other  countries   the   pressure   for   in- 
creased tax  revenue  was  strongly  felt  ;    and 
-   of  t:  enue  were  being  ex- 

plored.    The  vith    its    legacies    of    in- 

debtedness £hd  its  large  sudden  demands 
of  State  expenditure  for  reconstruction,  must 
force  every  intelligent  citizen  to  consider 
closely  how  a  tax-income,  at  least  three  or 

times  as  large  as  the  pre-war  sum,  can 
best  be  raised.  It  will  be  evident  at  once 
that  no  multiplication  of  minor  devices  can 
suffice,  but  that  a  thorough  exploration  of 
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the  taxable  resources  of  the  nation  must  be 
undertake 

These  chapters  are  an  attempt  to  establish 
and  apply  to  the  financial  situation  in  front 
of  us  certain  intelligible  principles  of  tax 
policy.  Recognizing  that  the  normal  annual 

\-income  can  only  be  derived  from  the 
incomes  of  the  several  members  of  the  nation, 
and  consists  of  a  portion  of  the  wealth  con- 
stituting the  annual  product  of  the  nation 
reckoned  in  money  or  in  goods  and  services, 
we  are  confronted  first  with  the  necessity 
of  distinguishing  the  portions  of  personal 
incomes  that  have  ability  to  bear  taxation 
n  those  that  have  not  such  ability. 

I  have  made  it  my  first  object  to  win,  by 
means  of  a  brief  analysis  of  the  various  elements 
in  .income,  a  clear  definition  of  'ability  to 
bear/  \Yhile  there  is  nothing  novel  in  the 
distinction  which  I  draw  between  '  costs ' 
and  '  surplus/  I  am  convinced  that  neither 
in  the  theory  nor  the  practice  of  taxation 
has  this  distinction  been  adequately  realized. 
Though  modern  State  finance  has  been  moving 
empirically  towards  a  recognition  of  the  fun 
mental  .truth  that  only  surplus  income,  i.e. 
economically  unnecessary  payments  to  owners 
of  some  factor  of  production,  possesses  a  true 
'  ability  to  bear/  economists  and  statesmen 
alike  still  cling  to  the  looser  and  defec- 
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live  staten. 

ili«-    first  ur    ma 

L     That    maxim    declares 

siibj-  every  State    ought    to  contribute 

the  support   of   the  govenimmt,   as 

ly    as    possible,    in    proportion    to    tlnii 

resjx  n  to 

y    respectively    < 

ate." 

v.   Theory  and  practice  <*st  the 

need  :ni:  tin  u  by  a  recogn 

th.it  such  j>arts  of  the  revenue  of  any  one  as 

ly  necessary  to  evoke 

.UK!  in  the  output  of  productive  power 

0  create  this  revenue,  should  be 

ided   from    ill.  ,    of   this   test   as 

possessing   no   ability   to   bear  on.    All 

taxe>  .    or   indirectly   upon 

oi   !«  are  bad  taxes,  impairing 

rces  of  production  if  they  are  borne, 

fe    ami    tonfiiMon    if,    as    will 

hey  are  shifted  on  to  some 

ae. 

I    while  it  is  not   difficult   to  establish  in 
genei  the  justice  and  utility  of  con- 

iinin.L  to  surplus  elements  of  income, 

the   difficulty    or    impossibility   of    accurately 

;ng  such  surpluses  as 

they  emerge   in    the   intricacies   of  actual   in- 
v  and  commerce  compels  State  financiers 
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to  have  recourse  to  less  direct  expedients  for 
the  application  o!  pies.     Alii 

the  case  of  the  immediate  taxation  <-f  income, 
and  of  the  deferred  taxation  of  acnimnl. 
income  through  Death  Duties,  tin-  two  chid 
instruments  of  revenue  for  the  modern  Si 
the  assumption  is  adopted  that  surplus  wealth 
with  '  ability  to  bear '  varies  directly  with 
the  size  of  the  income  or  the  estate.  Our 
Income-Tax  is  thus  in  main  outline  < -on form- 
able  to  the  distinction  here  made  between 
costs  and  surplus.  Tin-  exemption  limit  with 
allowances  asserts  the  principle  that  a  small 
necessary  income  has  no  ability  to  bear 
taxation,  while  the  progressive  graduation 
assumes  that  ability  rises  proportionably  with 
the  dimensions  of  the  taxable  body. 

But,  in  order  to  make  this  method  of  taxa- 
tion thoroughly  effective,  certain  reforms  are 
needed.  Exempted  income  should  evidently 
have  regard  to  the  number  of  those  who 
depend  upon  it  for  their  maintenance,  and 
progressive  graduation  should  be  more  con- 
tinuous and  more  progressive.  Proposals  for 
achieving  these  reforms  are  discussed. 

Indirect  taxes  are  generally  worse  than 
worthless  for  purposes  of  revenue,  producing 
little,  costing  much,  and  in  ng  with 

the    general    productivity    of     industry    and 
commerce.     In    the    few    cases    where    it    is 


I'IM.l    LI 

able  t'  a,  considerations  not 

nue,    but    «>t    ;.ui»li.-    Odder,    h'-alili,   or 

:i    of   extravagance   and    waste 

•ininr   then    retention.     A  tariff  on  im- 

1    to    be    peculiarly    inj': 

-iltin^,  can    never 

be  (1  so  as  foreigners  pay 

proportion  of  the  tax  sufficient  to  com- 
\vhieh    it     in  upon 

udustries  and  real  income. 
In    the    first    part    of    this    volume    these 
iples   and    policies  of  reformed   taxation 
are  set   out    in    their    ^ -in ral    bearings.     The 
second  part  treats  of  the  financial  emergency 
in  whieh  the  State  must   find  itself  as  soon 
-borrowing  ceases  and  annual  ex- 
penditure must  be  met  out  of  annual  revenue. 
di ifu -ul ties  and  dangers  of  attempting  to 
find    the   required   revenue   by   any   ordinary 
processes    of    annual    taxation   are   discussed, 
;ged  that  an  emergency  levy  upon 
capital  is  requisite  in  order  to  effect  such  a 
reduction    of   war-indebtedness   as   will    bring 
the    annual    revenue    within    the    compass    of 
safe  taxation.     Two  proposals  for  a  levy  are 
described,  one  confined  to  war-made  wealth, 
the    other   of   a   gene          iiaracter,    and    the 
respe  and  defects  of  the  two  are 

issed.     A  concluding  cl  deals   with 

the  adjustments   between   national   and  local 
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taxation  demanded  by  the  appli ni  »n  <>i  the 
iple  of  'ability  to  bear1  to  local  sen 
iere  is  to  be  effective  and  economical  co- 
operation  of   national   and    local    government 
in    the   performance   of  the   services   and   the 
provision  of  the  money  expended  on  them. 

t  wish  to  express  my  deep  indebtedness  to 
Mr  Sidney  Webb  for  valuable  aid  rendered  in 
the  preparation  and  correction  of  this  work 


J.  A.  HOBSON 


HAMPSTEAD 
May  1919 
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'AFTER    I 

ABII.II  V  TO  PAY 

EV1.KN  n  State  needs  a  ra] 

in  order  to  under- 

nr\v  expensive  public  services  or  to  iin- 

old   ones.      Some   of    these   increasing 

iy  be  got   in 'in  1   yield 

Cervices.     \Vhm  .   as 

Gi  .  tin-  Si  tin*  <'\viu-r  of 

ts  and  mines, 

is  the  postal,  telegraphic  and  otln-r 

ninuiciti\(    lazinesses,  the  rents  and  pr 

iv  these  sources  ma\  d--fr.iv  in  large 

rt  the  cost  ni  ilir  imn-i  rative  -(ibices, 

•h    as   defence,    police,    puMir    lualtli    and 

i.      If   the  Briti-h   Mate  can  acqr 
on   reasonabK    tmns  and  t  at   lease 

;sly   our   railu 
and 4:1- 1  lui  >«Tvices  and  industries 
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hi ih  t  to  private  enterprise,  it  is  possible 

that  we  too  may  derive  a  large  part  of  our 
State  and  municipal  revenues  from  MI<  h  re- 
munerative sources.  But  our  present  situa- 
tion, in  which  the  Post  Office  is  the  only  large 
self-supporting  and  profit-earning  branch  of 
our  Central  Government,  is  one  which  forces 
us  to  look  to  tax  revenues  as  the  effective 
sources  for  meeting  the  enormous  increase  of 
State  expenditure  that  immediately  confronts 
us.  No  close  forecast  of  the  amount  of  tax 
revenue  required  is  relevant  to  my  present 
task.  It  may  suffice  to  remind  readers  that, 
unless  some  emergency  levy  sensibly  reduces 
the  burden  of  war  debt,  the  interest  and  sink- 
ing fund  upon  our  national  debt  alone  will  for 
a  good  many  years  to  come  be  nearly  double 
the  amount  of  our  total  pre-war  revenue  fr«>m 
all  sources.  To  this  must  be  added  a  large 
ision  for  war  pensions,  hospitals,  land 
settlements,  training  schools  and  industrial 
equipment  for  injured  soldiers.  Large  neces- 
sary commitments  have  been  made  for  public 
expenditure  on  housing,  health  and  educa- 
tion, roads  and  afforestation.  Unremunerative 
public  works  or  other  contributions  towards 
unemployed  insurance,  at  any  rate  during  the 
period  called  'reconstruction/  will  probably 
form  a  considerable  item  of  expense.  Many 
of  the  war  'controls'  must  probably  be  re- 
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all    «1  i\il    fOV*  i:m,- 

larp  1  in 

•.r,   \vill   struggle   ii"1 
agan  .Mil 

•i|.|x.n 

ar   than   befon       And    tin-   expense  of 

keeping   n    \\ill   h  panded  almo- 

m.ni.  all\  1   the 

rtjurnt     in.  i  vase    in    00  living.      For 

likdihood  oi  g  es 

o  come  as  salaries 

wages    down    i  hing    approa<lni 

tlu-  pre-war  level.     An  increased  expenditure 

25    per    cent,    from   this  source  is  a  low 

§  2.  These    consid«  ratn-n-    mak<-    : 
that  our  State  must  provide  i  ah  a  tax 

16   enormously   exceeding   the     ;mn»imt, 
api  '-5   millh.ns,   ]>n»vided  by  the 

4  Bud^:  burden  of  the  debt 

considerably    i«luced,   it    looks  as   if   tin 
tax  revenue  must  be  at  least  four  times  a 
large  as  the  pre-war  amount.     Tin-  alarming 
ient  should,  of  course,  be  mitigated  by 
tlu    reflection   that   the  monetary  sources  of 
one,   innn,  \    incomes    and  values  of 
capital,    will    be    found    to    have    risen   along 
with   thr  n  price-levels,   though  not    to 

:it.      rims  there  will  be  a 
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considerable  increase  in  tin-  monetary  size  of 
tin-  taxable  body  of  wealth. 

At  the  same  time  the  necessary  revenue  will 
be  so  great  as  to  bring  issues  of  tax-policy 
into  the  forefront  of  practical  politic^  ,md 
to  compel  officials  and  politicians  and  the 
general  public  to  bestow  a  far  greater  attention 
than  hitherto  upon  methods  of  taxation.  At 
a  time  when  industry  and  commero 
|  located  by  the  war,  are  exposed  to  all  the 
ri>k>  and  difficulties  of  reconstnn  ti<>n,  undn- 
new  condition--  •  !  and  world  markets, 

coping    with    various    shortages    of    materials 
and  transport,  and  subjected  to  new  form 
State  and  inter-State  control,  all  eiil  nt> 

of  exi-ting  taxes  and  all  experiments  in  new 
taxation,    with    their    intricate   reactions,    will 
be  matters  of  grave   concern  to  the  busii. 
classes  and  to  the  workers  whose  wages  and 
employment  are  affected.     Before  the  war  the 
irregularities   and   inequalities  of  the   income- 
tax  evoked  some  grumbling,  but  the  toll  v 
seldom   felt   to  be  oppressive.     The  p< 
income-tax  must  be  so  heavy  as  to  com 
these    moderate    discontents    into    clamorous 
grievances.     The    propertied    classes    will    be 
confronted    with    demands    from    the    State 
which    they   will   be   certain   to   denounce   as 
confiscation,    unjust    in    itself    and    <  rippling 
to   business    enterprise.      Every   class   in    the 
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d  to  defend 
li  seems  t- 

make  ah<  n  posals  1-1  -h. 

it  as  possil  1 

§  3-  K' 

class  me    political    pa 

unl.-ss  sane  counsels  pn\.  :1    and    mi.  11: 

r<|imv    ai 

gain  general  acc<  i  Mi-h 

MK  h  -i  IK  ial  ml,  5,  .n 

It.  r.      . 

of  ^ 

.lai      ir.  It  :i     the     - 

rtunity, 
not  recognized    and    « 

applh.l   j.n;  lisial   tlh-ni  that 

unient    of    modern  n.     tin 

first   adopted   as    an    emer^. 
in  tlu-  Fivnrh  \  !  nl  tht- 

as  only  lii inly  embedded 
ir  fiscal  s\-trin  as  a  ]>•  halt  a 

«rntur\     ago,    and    thr    prrdominant    pu>: 

ii   n    now  nt.upies  is  a  more  recent  ac- 
qin  cime    is    tnie    of  thr 

:n    productivity. 
'Death  Dut  Not    until  th- 

William    Hai-  "in  i  -    Bad  tin- 

imp  ce   of 
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establish,  d.  ition     < 

indeed,  trace  certain  guiding  principles,  or 
general  tendencies,  in  the  development  <>i 
State-'  ms,  both  in  \\\\>  country 

and  in  the  whole  civilized  world.  In  n 
modern  States  the  tendency  has  been  to  draw 
an  increasing  proportion  of  the  tax  revenue 
from  direct  taxes,  signifying  by  this  term  a 
tax  demanded  from  a  person  which  he  is  pre- 
sumed to  have  to  bear  out  <>f  his  own  ivx.urces 
and  to  be  unable  to  shift  on  to  anybody  else's 
shoulders.  In  not  a  few  modern  States, 
howev<  i  this  tendency  has  been  countered  in 
recent  times  by  the  adoption  of  a  high  pro- 

x^tective  tariff  uponTmports,  the  real  incidence 
of  which  is  not  deemed  either  by  its  up- 
diolders  or  opponents  to  fall  wholly  or  mainly 
upon  the  persons  who  pay  the  duties  to  the 
customs  officers.  In  certain  sparsely  peopled 
or  chiefly  agricultural  communities  the  practical 
difficulties  of  assessment  and  collection  have 
also  favoured  the  retention  of  indirect  taxation. 
But  the  general  trend,  especially  in  popularly 
governed  States,  has  been  to  collect  an  in- 
creasing share  of  the  revenue  by  direct  taxa- 

,*tion.     A    second    and    related    tendency    has 
been   to   do   away   with   those   specific    ta.\ 
earmarked    for    some    -}><•<  ial    public    service, 
whi<  h  characterized  the  early  li  stem  of 

countries  and  which  still  1  -urvivc 
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in   "in    muni  15  .•]    .UK!   « onntv   rating   - 

G  :  \pmditui.     in 

tlir    iniMl.  in    Mat.     air    in 

\\ith     tli-  :    of 

;ally    disappeared,    lea\ 
tin-  Si  dispose  of  it*  \shole 

mg  to  Mtial   < 

al  requ  ie  application  of 

the     |  a     to     Ii 

also  a  world  v  cy,  indicat 

a  general   acceptance   of   a  liar  inl 

pretation  <-i  tin-  econ< ;          A  <  tin.  al  i 
^tl  hould  be  levied  in  accordance 

\\ith  ability  t<»  l 

§4.  Ac»-i-ptini4  abilit\  to  pay  as  the  supr- 
economy  and  equity,   I   >hall  di: 
my  iiujniry  to  a  detailed  consideration  of 

qua  proposals  for  the  applica- 
thifl  test     1'Ut   it  is  first  essential  to 
<  1\     what    the    process   called 
:on   does    with    tin-   nmiu-y  that    i>    paid 
to  the  State  by   the  taxpayer.      1  i  aue 

uhuh  our  State  takes  n  during 

year,  it-  UK  <  in  ided  during  the  > 

/in    what    we  jnay    t«-nn 
It  goes  for  the  pay;  f  wages  and  salaries 

the  person-  employed  by  the 
in  the  imhtai  al  and  rivil  A  r\  ices, 

for  th  .-n  during  the 

yt,  and    •  -qinpn. 
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demanded    by    these   services,    in<  hiding    con 
lerable  outlays  in  buildings  such  as  ships 
barracks,  hospitals,  arsenals,  docks,  roads  and 
other    \\orks    of    repair    or    development.      A 
not    inconsiderable   proportion   of    this    whole 
annual      expend!  tun-     goes     into     ol>j< 
future  productive  utility  such  as  would  rightly 
rank  under  capital  expend  it  in  v.     What  taxation 
/.does,  then,  is  to  take  certain   portions  of  the 
income  of  private  citizens   which   they  would 
have  spent  or  saved  and  to  hand  it  over  to 
the    State   to    spend   or   save.     It    i>    of    im- 
portance   clearly    to    recognize   that    virtually 
the  whole   of   taxation  is   deducted   from  the 
»  urn  nt    income    of    the    taxpayers.     Even    if 
it  be  assessed  and  imposed  upon  capital,  ii   is 
almost   entirely   paid   out   of  income.     Where 
provision  has  been  made  beforehand  for  pay- 
ment of  Death  Duties  by  insurance,  this,  of 
course,  is  evident.     But  even  where  it  i^  j 
missible  to  pay  Death  Duties  or  other  ta 
in    Government    bonds    or  other   scrip   tra 
f erring   capital    ownership,    the   result    is    the 
same.     For,    when    the    State   converts    th 
capital   values  into  cash  by  putting  them  on 
the    market,    the    proceeds    represent    current 
income  of  the  purchasers. 

Even  the  case  of  a  special  levy  upon  capital 
only  exceptional    in   so  far   as    i  iid, 

not  out  of    rum-lit    income,    but   in    securil 
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are  n<»t   put   iip««ii   th- 
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lous  sorts,  or  cap  1  riirniiu;  pnv. 

but  the 
in«  id«  IK  <  iises  upon  some 

III    +r- 

of 

:uling    or  i     from    individu. 

§5.  Tin-   ijves  us   tin-    true  starting   p< mt 
in  our  interpretation  of  the  canon  of  'al>il: 
to   pay'  as   t  « rion   of  sound   taxati< 

Before,  h<  he 

to  dis- 
r    Imw     mm  h  ;i\'.    '  al»ilit\'    tn    pay  ' 

possess,  it  may  1>«    \\,  11  to  sta 
in     advan.-,-     :  ,isic    cci  :imi>     win- 

mn>t  j^uidi-  u>  in  full  significance 

our  an 
of  has  been 

muM  M.nUirm  to  two  negat 
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• 

condition-,    which    will    K-    found    vitally    con- 
nected \vith  one  anotl 

(1)  It    must  not  remove  or   impair  any   in- 

strunirnt    of,   or   ina-ntiv<  Miitial 

or  useful  processes  of  production. 

(2)  It    must    not    remove    or    impair    any 

essential    or    useful    cl<  m<  nt     of    con- 
sumption. 

In  nth,  r   Words,    tin-   n-ally   taxable  «  1<  m 
of  income,  those   which   have  a  true  '  ability 
to  bear'   taxation,   must    IK-   those   that 
unnecessary  to  maintain  or  promote  socially 
serviceable    processes   of   production    or 
sumption.     The  one  condition  relates  to   tin- 
origins    or   sources   of   income,    the   other   t6 
the  uses  to  which  income  is  applied. 
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theory  presents  a  sharp  div 
thr  kinds  or  sources  of  inconi. 
are  in  t .  1  tlmsr  \vlii»  1. 

not,  though  inan\   pia-  tical  difi 
shall   reco^i  eset    thr   application  of   the 

theory.     All  ii  from  pensions  or 

1  all.. \\ances,  are  payments 
to  tli 

in   respect   of  the   sei  by    that 

t<>  thr  actual  production  of  \\valth. 

put    ill  ahh 
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11  goods  or  services  tlui  are  i  induced 
sold,  after  provision  has  been  made  for  the 
maintenance  and  repair  «»i  plant,  materials 
and  other  elements  of  the  capital  fabri< 
distributed  in  various  proportions  as  in- 
come to  the  capitalists,  workers,  landowners, 
business  nu-n.  professional  men,  whose  per- 
sonal acti\  ities  or  property  help  to  produce 
this  wealth.  The  wealth  it-eli  is  real  income  : 
the  price  of  it,  broken  up  into  variou-  pay- 
ments to  owners  of  the  factors  of  production. 
is  money  income.  Much  of  this  income  is 
physically  and  morally  necessary  to  secure 
the  continued  use  of , the  factor  of  product  inn 
whose  owner  receives  it.  The  workers  in 
industry  cannot  go  on  working  unless  a  certain 
wage,  enabling  them  to  repair  the  physical 
energy  they  have  given  out.  is  continuously 
paid  to  them.  Nor  is  it  enough  that  the 
actual  workers  at  any  given  time  are  thus 
maintained.  The  subsistence  waire  must  not 
only  keep  existing  labour  in  physical  el'iiciency. 
it  must  provide  for  a  c<>  il<>\v  <>f  \oun^ 

labour  into  the  industry  m  take  the  place  of 
those  fallen  mil  from  declining  re  or 

death.  This  does  not,  of  course,  necessarily 
mean  that  a  subsistence  wage  for  an  individual 
\vork<  r,  or  even  the  Mandard  wage  in  a  par- 
ticular trade-,  must  1»«-  enough  to  enable  him 
to  keep  a  .wife  and  bring  up  a  lainily.  For 
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•1     »oin; 

force  a 
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cen  nlv    liiV    one    or  more 
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iicefor  this  purpose.    Hnv  \vi  areconsi 
ujes  not  from   the  standpoint    of   a    'labour 
policy  '  but  frnin  that  of  a  tax  policy. 
But    thr  issue  of   the  labour  '  0081 
be  settled  by  confining  our  it   to   i 

provi-  >ical  continuity  of  labour.     In 

imunitv   tin-  i-ru- 
«liir>tion  i-,    "  \\  the    minimum    inc<«: 

in   order 

enable  and  indm  <    tlum  to  continue  tl: 
nut  put   of  productive  energy,  and  to  provide 
ase  of  labour-power  as  will  increase 
t  output,  so  as  to 

•nunity   in  re   and 

i  the  standpoint 
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al  economic^  tlii-  n  "  What 

the  established  and   effective  standard   wa 
below  which  a  sufficiently  large.   ^killed   and 
reliable  body  of  workers  cannot  be  obtained  ?  ' 
The  basis  of  such  standard  pay  is  in  part   tin 
physiological    considerations    already    touch*  d 
upon,  in  part  other  conventional   or  '  moral 
considerations,  relating  to  standards  of  comfort 
whirh   workers  insist  upon  as  conditions  for 
the  regular  application  of  their  labour-power. 
These   standards    and    the    relation    of    indi- 
vidual wages  to  them  differ  in  various  trades, 
in    various    parts   of    the    country,    and    with 
the    different    opportunities   for   remunerative 
employment   open   to   other   members  of   the 
family    besides    the    chief    male    wage-ean 
But  for  our  present  purpose  it  is  sufficient  to 
ognize  that  the  standard  wage  in  any  trade 
or  locality  is  a  necessary  '  cost '  of  production, 
in  that,  if  it  is  not  paid,  the  requisite  supply  of 
labour  is   not   forthcoming.     It   may  perhaps 
occur  to  some  that  there  remains  a  difference 
between    the    wage    of    physical    subsistence, 
necessary  to  maintain  the  worker  (and  perhaps 
a    family),    and    the    supplementary    portion- 
which   go    to    make    up    any    standard    wage 
containing  elements  of  conventional  expendi- 
ture   and    even    including    some   elements   of 
comfort    or    luxury,    not    always    condu< 
but    perhaps    even    detrimental     to    working 
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i          v  seem   possible   th 

supj  iry  wage  «  I  «>uld  b, 
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in    tin-    i  fion,   or 

.  aj.r  between  that  i><>: 
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rock  <>f  physiological  i 

does  b«-«-n    }Mi.nds    in    the 

industrial   1  <>1   this  and  <  itries 

of  comfort  ;<  tually 

,1  dnun   l.y   the  api'li  of  these 

economic    forces.     But    for   all    that. 

Id  lx  ot  to  assign  much  value 

to  such  preced  a  consi  the  actual 

ecoii'  n   of   to-day.      I ;       coi 

ss  standards  of  con 
n»nnti\    have   l>een  secured   by  a   slow 
\\hole    continuous    process    of 
us  during  >rveral  generations,  and  I 

<'d  by  s 

smtimeiits  of  '  ri-:  This  moral  si 

port  lards    has    further    been 

!>y  economic  and  political  orgai 
Taking  diit    a*  count  of  such  considera- 
linuld  be  justified  in  iii>i>tinii   that 
iges  (not  merely  the  money 

si-nt,     but     th 
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tlu-  ival  wages)  form  an  dement   in  costs 
production     \vhi-  virtually     invdm  ible. 

\Nay,  it  is  likrh   ih.it  in  the  post  ..n<»ink- 

(system  the  organi/rd   po  tin-   worl 

will    be    applied    effectively    to    achieve    con 
siderable  advances  upon  the  piv-war  standar 

them  by  the  strikr-wrapnu.  h  [3 
sufficient  here  to  recognize  that  standard 
wages,  however  composed  and  establish,  d, 
form  a  necessary  'cost1  which  has  virtually 
n<>  anility  to  bear  taxation.  A  tax  on  1 
standards  of  wages  would  entail  a  lo-s  ol 
physical  efficiency  in  the  worker  and  Ins 

:nily,     thus     reducing     the     a.  tual     ph\>i<al 
supply  of  labour  power.     A  tax  on  the  hi-lur 
standards,  reducing  those  dnnents  of  eomfnrt 
or  pleasure  which  figure  most    i  l.-arly   in   his 
consciousness,   would   be    met    by   a    '  ino: 
revolt   of  organized   labour   that   \\<»uld    h 
the    same    injurious    reaction    upon    industry. 
Standard  wages  are  therefore  neces-ary  elemei 
of  income  with  no  true  power  to  l>ear  a  tax. 

§  2  uld  be  equally  evident  that  in  the 

i  sting  economic  system  there  is  a  mini  mum 
rate  of  interest,  in  payment  for  the  production 

d  use  of  capital,  that  must  be  secured  to 
the  owners  of  this  capital  to  indue,-  th-m  to 
go  on  supplying  it  in  the  required  quantii 
in  tin-  p^unt  ries.     It  ma\ 

that,  under  a  purely  socialistic  system,  if  such 
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Id   !)«•  'f   incoi.     / 

sould  be  necessar      ' 

son  uld  secret  necessary  capital  in 

d  arrang<  mial  j 

SOCl 

ndi\  idual   \"1  ,  a-  Sc- 

:   thr  pi  'ii;  of  p<  : 

gain.    Such 

.ind  investor  thr  pa;, 
mnit    that    is  absolutrh    necessary   t- 
him  to  save  and  invest.     It  would   he  fooli 

re    to  open   up  ti  uhar    controversies^ 

about   th  re  and  springs  of  saving  and  i 

the  moral  justiiieation  of  interest.     It,j&  un- 
to do  so,  especially  in  a  dis<  ussion 
lined    to   «  i<-nal    economy.     It    ni 

be    admitted    that    a    good    deal    of    saving 
\\«>uld  be  effected  in  this  country  t'«r  the  <T. 
.J,   even    if    no   positive    ii 

in  poor  and  powerless 

societies  many  peasants  and  other  people   will 
'sa\         for    nothing,    }  i;s 

in   a   'stocking/     A  large   proportion   of    the 
tin-  rirh  classes  in  a  developed  in- 
dustrial country  is  a  virtually  automatic  pro- 
cess of    laying   aside   for   in\vMm<-m    what   is 
:pp«»rt  th.  :;  •  ntional  and 

.  i    luxurious    c-on>umptirn. 
dd  go  on,  < 
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obtainable.     The  same  is  probably  true  of  a 

pa  the  saving  of  the  less  w«  »,  who 

>uld  continue   to   put   aside    nmm  \    duiin- 

their  full  earning  period  ot   lii.-  t.»r  their  sup- 
port in  old  age  or  infirmity,  or  even  to  as 
thrir  family  after  their  death.     Some  of  tl 
people,    it    i>    rightly    urged,    would    actually 
save,!jiore   it    interest   were  lower  than   it 
because   it    would   be  necessary  to  do  so   in 
order  to  secure  a  decent   livelihood   in   t! 
later    years.      But    those    who    would    <1 
from    such    admissions    the    conclusion     that 
our  national  economic   system   would   go 
functioning,    if    no    interest    were    attainable, 
are  in  double  error.     In  the  first  place,  there 
is    a    general    agreement    among     econ«n 
that  a  considerable  proportion  of  the  national 
saving  is  evoked   by  the  desire   for   interest, 
and  varies  directly  with  the  rate  obtainable 
Just  as  some  persons  who  love  their  work  and 

>uld  work  for  the  love  of  it  must  be  paid 
the  common  rate  of  wage  or  salary  need,  -d  to 
evoke  the  energy  of  other  workers  in  the  same 
occupations  who  do  not  love  their  work 

>uld  withhold  their  energies  if  they  were  not 
paid,  so  with  the  saving  classes,  the  willing 
savers  must  be  paid  at  a  rate  determined  by 
the  insistence  of  the  unwilling  savers.  M< 
over,  unless  investment  of  savings  in  other 
countries  is  prohibited  (a  retrograde  and  in- 
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tfon  upon  freedom),  • 

iid    in     tins 
Win. 

i*    ti  .illy   •  •  '!<•    th.it.    r\.-n    in   an 

tin-    supply    of    IH-W 

tin-    mi  ituir 

necessary  to  sec  isses 

•rder 

ilinld     rnMUMh   of      tllrir 

:ion  in  order  to  apply  it   to 
into    bring,    and 

;r    k)68   in    tin-    |»i« nesses  of   invest- 
ment,    in  nthn   words,  just  as  t  be» 
an    iinmimr            :u    taxa1             or   a    minimum 
I   wage,  so  there  must   be  also  for  a 
minimum     rate    of    interest     upon  ed 

ly    a    -lippny    trim, 
i»mg  and   in«-lud. 

lie  difference 

betwttn    'cosi  I   M-lling   price.     But,  re- 

ded  as   a    form  ome,    it    i>    thr   re- 

mu-  n  "i  thr  l)ii>inrss  ;  :riH-ur 

of  organi/ing  and  cone  a 

peasants 

a  stocking  '  '  for  a  rainy  day  '  might  suffice  to  provide 
caiiable  amount  of  saving. 
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rhis  \vi»iiid  include  the  planning  ot 
tin-  business,  the  buying  of  the  requisite 
materials,  plant  ;m<l  labour,  the  direction  of 
the  productive  power  along  certain  channels, 
the  marketing  of  the  product,  and  the  financing 
of  the  various  operations.  In  some  businesses, 
especially  in  the  distributive  trades,  the  suc- 
cess of  the  business  turns  so  much  upon  tin- 
arts  of  buying  and  selling  that  the  rate  of 
profit  depends  mostly  upon  the  difference 

een    buying    and    selling    pr  In    joint 

Stock  enterprise,  where  nearly  all  the  skilful 
critical  acts  of  the  entrepreneur  are  done  by  a 
salaried  manager,  only  a  portion  of  the  profits 
goes  in  payment  for  these  services  ;  most  of  it 

es  into  dividends,  and  is  thus  pooled  with 
interest  upon  capital.  But  though  difficult 
to  pin  for  close  definition,  profit  has  a  very 
real  existence  as  a  motive  force  in  industry. 
If  it  be  true  that  an  intelligent  and  well-in- 
formed business  man  'expects,1  in  putting 
his  brains,  energy  and  capital,  into  a  particular 
line  of  business,  that  he  will  make  10  per 
cent,  upon  his  yearly  turnover,  any  taxation 

h  defeated  that  expectation  would  starve 
the  trade  of  business  ability  and  enter] 

applies   not   only  to   the   business   man 
who  institutes  and  '  runs  '  a  business^but 
to  what  we  may  call  the  expert  lessiunal 

rs,   as   distinguished    from    UIOM-    who 
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ny 
:iiage  d«  theM-   • 
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C   wniiM    be  <1:  '1   that 

all  i\ed     1!  lie 

business  n.  nd 

erprise   to    lie    i«lh-    but    wmiM 

they    could    get  probabl\ 

.c    tiutli    in    thi>    \icw  *n   the   sense    that 
bu^iin-Ns  pi, , tits  possess  a  large  amount 
:iritv.  i<es,  as  son 

uary 

legatee  '  in  n,  taking  what 

tin- 

c  been  paid   tluir  necessary 
tlu-  '  entrepreneur  '  in  bu-: 
buys  or  hires  at  the  market  iat(    all  the 
•  )th«  ts    and    materials,    and    who, 

i  greed  price,  keeps  the 

nuler   for   himself.     Even   in   a  company 

uith  a  salaried  manager  thi>  i>  the  case,  though 

lot   always   the   shareholder. 

n    he    is    the    group    oi    financiers     and 

^  who  floated  the  company  and  took 

out   the   anticipated  profit>   in   ailvaiuv   in   the 

ijMtali/.ition. 
But     i  f    some    reformers    that 
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somehow  <>r  other  tin-   'profits'    <>[    bush:- 
can  be  eliminated  as  representing  sheer  waste 
or  plunder  in   tin-  present  system    i>   without 
t«>undatinn.     Taking    our    system    as    it 
(and   we   are   here   rjut   dealing   with   another 
system),   it  contains*  many   types   <>1    Imsii 
where    what    is   termed  a  reasonable  rate   of 
\/profit    must    be    secured   to    the     men     who 
organize  and   run   them.     Large  settled   I>UM 
nesses  of  a  routine  type  can  be  run  either  as 
public  services  or  under  joint  stock  enterpri-e 
by   salaried   officials.     But    in    new,    changing 
land  growing  businesses  the  requisite  initiative 
land  energy  will  continue  to  need  the  personal 
'incentive  of  speculative  pri/es.     Fixed  sala 
will    not    secure    these    qualities.      Moreover, 
business   ability   of   a    commanding    type     is 
more  mobile  and  cosmopolitan  than  formerly, 
and    were    '  profits '    too    closely    clipped    in 
this  country,   would  seek   zones   of   freer 
ploitation. 

These     considerations,     applied     to     profit, 
whether  as  speculative  gains  or  as  wages  of 
management,  need  not  imply  that  profits 
in    fact    kept    by   effective   competition    at    a 
minimum,  and  that  any  taxation  placed  upon 
them    will    starve   or   banish   business   ability. 
On  the  contrary,  there  is  good  reason  to  beli 
that   the   proportion   of  the   total   wealth   dis- 
tributed as   '  profits  '   far  exceeds  the  amount 
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•  >fits,   salaries,    pro- 
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may  possess  large  portions  <>i  income  which 
if  taxed  would  not  disappear,  but  a  large  part 
of  this  income  has  the  sam<  immunity  as  other 
1  costs  '  of  production. 

§  4.  The  net  result  of  this  analysis  so  far 
is  to  establish  an  a  11 -important  distinction 
between  the  sorts  and  sizes  of  income  which 
rightly  rank  as  'costs'  and  those  which  are 
to  be  accounted  'surplus/  It  is  often  said 
that  we  possess  no  means  of  discovering  exactly 
where  'costs'  end  and  'surplus'  be^- 
and  that  our  distinction  is  a  '  theoretical  ' 
one  not  suitable  for  fiscal  application  This 
objection,  of  course,  applies  to  all  distinc- 
tions whatsoever,  for  in  all  classification  then- 
is  debatable  ground,  one  species  shading 
oil  into  another.  For  practical  purposes  this 
means  the  desirability  of  caution  and  for 
allowing  a  considerable  margin  of  error.  It 
does  not  mean  that  the  distinction  is  for 
practical  purposes  invalid. 

All  taxing  theory  and  practice  have,  in  fact/ 
been  based  upon  some  amount  of  discrimina- 
tion between  '  surplus  '  and  '  costs,1  though  the 
discrimination  has  been  loose  and  empirical. 
:y  political  financier  has  been  largely 
occupied  jvith  finding  sources  of  income  which 
will  not  dry  up  under  taxation,  and  in  trying 
how  far  he  can  safely  go  in  taxing  them. 
Moreover,  he  is  more  or  less  cognizant  of  the 
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§  5.  The  i  :  pohn.  al  • ,  «,n«.m\   regal 

\\i.  •    land    a-    the 

«  nniiiird  tin- 
•n  to  that   in.  oine.     At  Mcardo, 

luc  ni  the  prodii'  .-.lid  in  excess 

due  of  tlir   produce  of  that    land  \vhi.h 

•he  necessary  costs  of  cultivation.      I 
theory   assumed  hat    the   worst   land    in 

e,  i.e.  at  thr  '  margin    of   cul: 
n-  tnd  consequently  (j)  that  all  econffl 

« -n  ntial.'  /.(-.  in.  a-uring 
the  yield  p.  over  and  above  the  ni 

Id.     These  assumptions,   h-  as 

lam   Siniti 

incorrect.     The  total  supply  of  available  land 
uy  parti,  ular  us<  :    all  uses, 

nia\    l>e  SO  (1  1    that    the  \vor>t    land   i: 

eld  a  positive  rent  measuring  the  pres- 
of   th:  In    tart,    th 

in  land,  and  in  such  a 

country  a>  OQl9i  though  the  worst   (marginal) 
land    t".T   rongl]    grazing   in   some   \ 
pa\    a  in  "ininal  rent,  it  is  not  true  that 
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the  worst   \vh'-at  ,-r<. \\in-  land  does  not  pa\ 

substantial     ivnt.    still    less    that     tin-     woi 
in, irk.  t  -;,anlt  n  land  in  actual  culm  alien  j>. 
no  ivnt.       Fat  h  <  potential 

land  supply  of  its  own.  The  worst  buildi 
sites  have  a  high  annual  value,  directly  d- 
mined  by  their  value  for  some  alternative 
purpose  such  as  market  gardening  or  brick 
making.  In  a  word,  rents  are  not  wholly 
differential  :  some  of  them  are  monopoly 
prices,  measuring  the  power  of  the  owners  of 
a  naturally  scarce  article  to  get  a  high  price 
out  of  the  needs  of  the  public.  Such  rents 
taken  by  the  worst  building  land,  or  wheat 
land,  or  other  kinds  of  land,  may  be  called 
specific  or  marginal  rents. 

These  rents,  whether  marginal  or  differential, 
are  pure  surplus,  and  have  what  1  here  term 
an  absolute  ability  to  bear  a  tax.  This  unique 
nature  of  land,  as  he  conceives  it,  is  the  basis 
of  the  contention  of  the  Single-taxer.  From 
the  time  of  the  'physiocrats'  it  has  been 
recognized  that  rent  has  no  power  to  shift 
a  tax  imposed  upon  it.  The  popular  mind 
has,  however,  no  firm  grasp  of  this  truth,  and 
persons  who  ought  to  know  better  often  sp 
as  if  landlords  had  an  unrestricted  power  to 
raise  rents,  so  as  to  throw  upon  the  tenants 
any  increase  of  taxes  and  rates  to  which  they 
are  exposed.  So  far  as  the  landowner  is  nothing 
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the  land  value  but  tin-  buildings  and  <>th<T 
ini]»ro\rinents,  you  lower  the  rut  return  <m 
such  investments  and  check  the  How  of  new 
pital  into  building  enterprises.  Though  the 
>.  does  imt  immediately  n-dnce  the  supply 
of  houses  in  relation  to  the  demand,  so  that 
the  landlord  cannot  at  once  shift  any  of  the 
new  tax  or  rate  on  to  the  rent,  he  will  h 
the  power  to  do  so  when  the  lease  falls  in, 
provided  that  the  check  upon  new  building 
makes  a  scarcity  of  houses.  How  much  he 
can  thus  shift,  and  how  quickly,  depends 
upon  the  proportion  which  ground  value  be. 
to  building  value  and  the  amount  of  com- 
petition there  has  been  in  the  building 
business.  Where  there  has  been  some  s 
of  a  monopoly  in  the  development  of  a  town 
or  of  a  large  estate  in  it,  perhaps  by  the 
landlord's  own  enterprise  or  by  a  business 
arrangement  with  a  contracting  firm,  the 
capital  employed  in  the  housing  scheme  will 
have  been  able  to  earn  a  rate  of  profit  or 
interest  considerably  greater  than  would  have 
been  the  case  if  building  operations  were  open 
to  the  free  competition  of  a  number  of  rival 
contractors.  In  other  words,  some  of  the 
economic  power  of  the  site  owner  may  be 
shared  by  the  capitalists  and  entrepreneurs 
who  helped  to  develop  the  estate. 
This  gives  the  key  to  the  wider  meaning  of 
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land  values.     It   U  only  because  tlu—    values 

n     no     element  onsisl 

wholly    of    '  unean  r    surplus     incoc 

that  this  highest  degree  of  ability  to  b\ 
attaches  to  them.  Oth<  r  incomes,  in  p 
portion  as  they  carry  the  si  k  menl  <>t 

rplus,    also    the    result    of    '  monopoly '   or 
Hip.rior  economic   opportunity,  nilailv 

•susceptible  to  taxation.     I   alluded  just    now 
to  house  property  which,  owin-  to  restricted 
OU    in    building   oprrations,   was  able 
to  make  a  high  return  lor  th<-  (  apital  inv<  >tcd 
in    it.      The    excess   of    thi>    ivtnrn    over 
above  the  ordinary  market  ivturn  1'or  such  an 
investment  would  b<   just  as  taxable,  and  j 
as  unable  to  shift   any  of  th  as  would 

the   land    values   of    th»     sites    on    which    tin- 
houses   were    built.     If   the    capital    thus    ad- 
vantageously   invested    were    yielding    «'     nrt 
10  per  cent,   interest,   as  compared   with   th< 
(say)    net    6    per    cent,    which    would 
ordinary  investors  in  such  kinds  of  enterpi 
the  extra  4  per  cent,  would  stand,  as  regard- 
ability  to  bear  a  tax  and  inability  to  shift  it, 
precisely  on  the  same  footing  with  the  ground 
rent.     This,  of  course,  would  not   hold  il    tin 
tax,  instead  of  being   confined  to  the  surplus 
intmst,   were  levied  upon  all  incoin.    drawn 
from    house    im •<  -nn< -nts,    upon    6    per    cent, 
as  well  as  10  per  cent,  in  nts. 
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arisen  under  circim.  s  where  the  rate    of 

sh  supplies  of  such  fixed  capital  not  merely 
could  not  be  accelerated  but  often  had  to  be 
luced.  Any  existing  plant  available  or 
adaptable  for  producing  munitions  or  other 
ir  supplies  has  obviously  been  j>ut  !<T  tin- 
nine  being  iii  an  advantageous  position  as 
regards  its  earning  capacity,  so  far  as  bargain 
ing  has  not  been  subject  to  'control.'  The 
income  due  to  this  advantageous  position  is 
called  a  'quasi-rent/  according  to  Un- 
accepted usage.  I  would,  however,  deprcc 
altogether  the  shifty  epithet  '  quasi/  This 
temporary  surplus  income  is  a  short-time 
rent,  as  real  as  any  of  the  more  enduring 
rents  or  extra-profits,  and,  what  is  relevant 
to  our  purpose,  just  a>  able  to  bear  a  i 
In  ordinary  times,  however,  such  surplus  gains 
are  generally  of  brief  endurance.  For  though 
any  increased  pressure  of  demand  for  buildings, 
plant,  etc.,  will  give  an  immediate  advantage 
to  the  owners  of  such  forms  of  wealth,  trans- 
latable into  surplus  income,  this  situation 
will  immediately  act  as  a  stimulus  to  direct 
more  capital  and  labour  into  these  branches 
of  production,  so  far  as  they  are  free  of  access. 
This  increase  in  tin  rate  of  supply  of  plant, 
etc.,  will  normally  be  rapid  enough  to  prevent 
the  surplus  income  from  ri-ing  far  or  lasting 
long. 


I  III      PAXA1  i   IM'U  -  :s:i 

§  7.    'I  i.  h   w.      t;ii  t«  d   di!' 

:il    tin 

possessed   by   <'tn  :."iise- 

i  of  reh- 

as  real  as  that  «-i  !.•  h:.  h  : 

•m.nt 
into    the    in.t:  •:    rltr<  t  inj)« -tit: 

nd    t<jiiall\    v,<ll  holies.     Upon 

tlii-   foundation   .  il  scan: 

this    capitiil.    as 

al»l«-  OS  ivnt   it-rlf.  tlmn.  lit 

bnsin-  rise. 

la  only   onr   ii.  a   >ni})lus- 

thc  possi  econon 

M>m<-  superior  bargain: 

pou  :il   aSSOciattd    \\iti  :it>   of 

win*  h  air  k'riiuiiK'  ro^ts  and  untaxal-: 
our  attual  economic  structu 

•in  competitive  sy>t«-m 
ablr    in    ft]  h    degr- 

ee   departments    of    modern    industi 
conun.  iv, •    and    iinan.v.      1  iit-n-    in    the 

:ly    or^aiii.  i-oinj'  is 

ace    to    combination.     Were    we    to 
•v   closel\     th«-    \arious   processes   of   pro- 
duc  :ul  di>tribution,  by  which 

ills   are   grown,    collected,    carried, 
k</ted  as  finished  com- 
3 


:M    TAXATION   IN  TIIK  NEW  STATK 

modities,  together  with  the  Mipplemen 
processes  \\hidi  feed  the  main  streams  of 
production  with  machinery,  tools,  fuel  and 
other  subsidiary  requisites,  we  should  per 
innumerable  places  where  the  free  currents 
were  checked,  impeded,  and  held  up  by 
powerful  organized  business  groups  al>l 
take  fixed  toll  upon  the  trade  as  it  flowed 
through  the  straits  where  they  had  planted 
themselves,  or  which  they  had  artificially 
created  by  the  arts  of  combination.  I  Deed 
not  labour  the  point.  But  it  is  to  be  insisted 
on  that  this  interference  with  tin-  free  levelling 
force  of  competition,  keeping  prices  down  to 
'costs'  and  incomes  down  to  minimum 
quirements,  cannot  be  disposed  of  under  the 
slighting  name  of  '  friction/  or  treated  as 
rare  and  abnormal.  The  business  system  of 
to-day  is  as  much  combinatory  as  competitive. 
It  is  riddled  with  financial  manipulation, 
trusts,  cartels,  pools,  conferences,  associations, 
and  other  arrangements  by  which  businesses 
of  distinct  origin  combine  so  as  to  control 
prices,  and  take  profits  higher  than  those 
attainable  under  free,  or  as  they  would  call  it, 
cut-throat  competition.  There  is  scarcely  any 
large  staple  branch  of  manufacture  in  this 
country  where  strong  '  combines '  do  not 
enjoy  some  such  pull.  Th<-  m» -tal  and  textile 
trades,  the  important  new  industries  of 
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will  <  m<  i  portionate 

thr  new  powci  iinn.     in  certain 

instance-    tin-    monopoly    powers    may    be 

and  pervasive,  or  in  other  \  ihe 

may  be  so  fundamental,  that  the  State 

policy  will  be  one  oi  <  oinj>l< -t«-  nationali/ation. 
But  it  is  unlikely   that    this  process  of  dii 
State  Socialism  can  go  very  far,  or  very  Cast, 
to  cope  with  the  new  portion   we  describe, 

The    remedy    which    the    State    will     apply    to 
most  cases  of  surplus-profits  due  to  combina- 
n  will  be  a  taxation  din-c  t, d  to  div<  it  large 
portions  of  these  profits   from    private    hai. 
i"  the  public  treasury. 

\\'e  have  here  the  central  problem  of  the 
new  State  finance,  how  to  dev^e  ,i  taxing- 
system  which  shall  secure  as  much  as  po^ible 
of  these  gains  of  combination  without  dis- 
turbing the  energy  and  initiative  of  the  business 
men  who  operate  them,  or  diminishing  unduly 
the  flow  of  the  new  capital  required  for  their 
enlargement  and  improvement. 

Many  of  the  surpluses  will  not  be  the  product 
of  some  lucky  chance  «  MIILJ  pull.  They 

will  How  from  the  ordinary  structure  and 
working  of  a  trade,  no  longer  subject  to  effect- 
tive  free  competition.  They  will,  no  doubt, 
be  limited  in  amount  by  some  <  on>id«Tation 
of  '  potential  competition  '  if  the  -in  pluses  are 
too  itant,  as  well  as  by  collide]  ati<  >ns 
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prices,   to  his   immedi  s,  so  as  to  rally 

public  opinion  to  demand  a  withdrawal  <»[  .in 
unpopular  tax.     But,  apart  from  such  Uu  i 
there  is  no  tendency  for  a  tax  on  surplus-profits 
be  shifted  on  to  the  consumer.     It  will  lie 
wlu'iv  it  i>  put. 

§9.  The  same  capacity  to  bear  a  tax,  and 
disability  to  shift  it,  apply  to  that  part  of 
earned  incomes  sometimes  termed  rents  of 
ability/  The  income  of  the  ordinary  working 
doctor  or  lawyer  is.  in  ordinary  times,  con- 
siderably higher  than  that  of  the  ordinary 
artisan  or  clerk.  It  is  sometimes  supposed 
that  this  follows  from,  and  i-  the  measure  of, 
the  higher  qualities  of  skill  involved  in  his 
occupation.  But  there  is  no  validity  in  tin- 
assumption  that  pay  varies  directly  and  j 
portionately  either  with  the  skill  or  the  social 
utility  of  work.  An  agricultural  labourer  has 
much  more  skill  than  a  bricklayer,  but  his 
income  is  much  lower.  A  competent  journalist 
is  at  least  as  highly  skilled  as  a  leading  K.< 
but  does  not  earn  a  tithe  as  much.  Neither 
what  one  may  call  the  standard  rate,  nor 
the  individual  rent  of  ability,  is  determined 
in  the  1  paid  callings  by  intrinsic  skill 

or  difficulty.  To  some  extent  the  higher 
standards  of  professional  incomes  may  rightly 
be  accounted  minimum  interest  upon  capital 

prnded  in  general  and  p  iion 
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profession-.     \\"lini,    tln-i.  1    -peak    of    a 

standard  professional  income  containing  some 
element  ot  irnt  .  ity-value  that  h 

capacity  to  bear  a  tax,  I  must  admit  that  such 

standard-rate-  more  difficult  to  discover 

than  in  any  ordinary  trade.  And  yet,  I  con- 
tend, it  is  right  to  assume  that  some 
standard  exists  in  each  profession,  though  it 
may  not  be  measurable.  There  is  within 
reasonable  limits  a  size  of  income  which  an 
ordinary  professional  man  in  fairly  good  posi- 
tion looks  upon  as  sufficient  and  attainable 
in  his  particular  calling.  How  nuieh  taxable 
capacity  such  a  standard  income  possesses, 
having  regard  to  the  conflicting  t< -nd<  : 
I  ha\  1,  will  be  matter  of  much  disagree- 

ment. Perhaps  these  'standard  incomes' 
may  rightly  be  deemed  too  'theoretic'  to 
be  available  for  any  taxing-system.  But  it  is 
necessary  to  assume  them,  in  order  to  deal  with 
the  individual  'rents  of  ability'  which  un- 
doubtedly must  rank  as  '  surpluses/  posses 
some  considerable  capacity  to  bear  taxation. 

§  10.  What  is  true  of  the  '  wages  ol  ability,' 
as  they  are  sometimes  termed,  in  the  business 
and  professional  classes,  is  also  true  of  certain 
favourably  placed  classes  of  wage-earners.  L 
Though  the  great  majority  of  wage-earners 
have  no  '  surplu-  '  income  in  the  sense  here 
i:iven  to  that  term,  th'-n-  are  in  .1  ,^ood  many 
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to  secure  i he  supply  of  the  requisite  amount  > 
of  business  and  professional  al>ilit\  needed  tor 
the  initiation,  organization  and  management 
productive  enterprise,  must  similarly  rank 
as  'costs'  of  ability  or  brain-labour.  l<> 
the>e  must  be  added,  under  any  syst<  m  oi 
private  enterprise,  the  ininiinmn  inte: 
required  to  evoke  the  amount  of  saving  and 
the  application  of  new  capital  needed  to 
furnish  the  plant,  tools  and  materials  for  the 
productive  processes. 

These  '  costs  '  have  properly  no  power  to 
bear  a  tax.  This  does  not  mean,  however, 
that  taxation  could  not  be  imposed  on  them 
and  might  not  lie  there  for  a  time.  It  means 
first,  that  if  a  tax  were  imposed  on  any  of 
these  '  costs '  and  did  lie,  the  effort  would 
be  to  reduce  the  volume  of  some  productivr 

j  power,  either  by  lowerir^||dp^hysical  efficiency, 
<>i  by  impairing  the  incSj^^e  for  its  owner  to 
apply  it  as  efficiently  as  it  was  appl^d  before. 
Secondly,  the  reduction  in  the  su^Bof  any 
sort  of  necessary  productive  p^^r,  thus 
brought  ab^ut,  must  cause  such  a  rise  in 

jits  price  (its  wage,  salary  profit  or  interest) 
would  defeat  the  at^Ript  to  tax  it,  by 
enabling  it  to  shift  the  taxation  on  to  those 
who  bought  these  productive  services,  or  the 
products  they  turned  out.  The  elements  «»1 
income  which  BU  'costs'  are  '  surpli. 
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CHAPTER     III 

INK  SHH  [TNG  0] 


§  I.  ^T^IIK  distinction  drawn  between 
1  'costs1  and  'surplus'  and  the 
principle  of  a  taxing-policy  based  upon  it, 
will  probably  appear  at  first  sight  too  '  theor- 
etic* for  practical  politician-.  dianted  the 
general  accuracy  of  the  distinction,  it  will 
be  urged,  how  are  we  to  apply  it  in  the  com-, 
plicated  affairs  of  the  actual  business  world  ? 
How  are  we  to  ascertain  the  sorts  and  the 
amounts  of  '  Mirplus,'  and  to  disengage  them 
for  taxation  from  the  'costs'  with  which 
they  are  associated  ?  Moreover,  no  State  can 
'  scrap  '  its  existing  taxing-system  and  construct 
a  brand-new  one  on  these  theoretic  line-.  We 
are  deeply  committed  to  certain  taxes,  whose 
productive  value  has  a  large  body  of  experi- 
ence to  support  them.  We  cannot  throw 
them  aside  and  take  up  new  ones  impro\ 
in  order  to  attach  the  various  elements  of 
'  surplus/ 

Now  I  am  well  aware  of  the  strength  of 
certain  portions  of  this  criti<  i-m.  I  have  no 
intention  to  propose  the  s<  rapping  of  our  present 
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(indirectly,  you  either  reduce  their  economic 
'efficiency  and  productiveness  and  that  «>t  their 
nily,  or  you  cause  them  to  withhold  some 
it  of  their  productiveness.  1 1.  for  example, 
one  accepts  provisionally  the  minimum  wage 
of  family  efficiency  estimated  by  Mr  Rowntree 
at  445.  a  week  (reckoning  post-war  prices  at 
25  percent,  above  pre-war  level),  it  is  evident 
that  any  lowering  of  the  income-tax  limit  to 
£100  per  annum  would  defeat  its  purpose  1>\ 
reducing  the  product  of  labour  and  the  total 
income  of  the  community.  This  would  1> 
physically  necessary  result.  Moreover,  it 
pretty  certain  that  any  reduction  of  the  present 
war  limit  of  £130,  or  the  pre-war  limit  of  £160, 
would  be  attended  by  the  same  economic 
damage.  For  it  is  not  only  the  physiologi<  al 
minimum  (445.)  that  possesses  this  power  to 
reject  taxation.  The  worker  will  defend  the 
current  conventional  standard  of  living,  if  it 
is  assailed,  by  a  refusal  to  do  his  full  w< 
work. 

The    war    lasted    so    long    that    for    m 
classes   of   workers  a  higher  standard   of 
penditure  and  of  comfort  won  the  support 
habit  and  will  offer  a  -till'  n-Mstance  to  taxation. 
Unless,  therefore,  there  were  a  much  greater 
drop  of  prices  than  is  expected,  it  would  be 
unsafe  and  impracticable  to  lower  the  incoi 
tax  limit,  so  as  to  ma'  :\    eitizen  reali/e 


TIM    SHIFTING  <>i     TA  »: 

th.it     lir     Is 

.1.1     IM-     t<>  :i     111     the' 

'  labour.     Those  wlm  imam: 

id  be  a  i 

til  tlt-mand  np«>n  thrir  purse,  a: 

rs    art-  li 

>n<U  upon   th-  iper- 

ilu-  abundant    evidence 

•  thr  ;g  of  limit  to  £130,  and   tilt- 

rigorous   c  the   income-ta 

ha\v   in    fact   been   responsible  for  workmen 
'  playing  '  \vh  ontinuance  of  work  \v«.uM 

e  brought  tlu-ir  halt-yearly  income  over  the 
limit. 
§  2.  A  recognition  of  these  difficulties  oi 

to  resort  to  indirect  taxation 

hod  ot  ing  some  contribution) 

r-iarners.     The   workers   can,   it 

it  Id,  be  made  to  pay  in   thr  capacity  of 

con  l»v  UK  ins  of  taxes  upon  material^ 

•  cnnnnditirs  which  arr  attended  by  a  rise 

standpoint  of  short-range 

1  pi  .lit:  :>ediency  there  is  much 

ay  in  ;hi>  method.     Most  people 

K€8  in  little  fragments 

i  witlmnt  km  .wing  they  are  paying.    They 

resent  any  <lin •»  t  encroachment  on  noney 

inui-h  more  than  a  larger  encroachm. 

alxnit   by  ii>ing 


is  TAX  VTION  i\  TIM:  M:\V  STATE 

prices.    The  er  N  well  aware  «»f  tins 

ikness.     For  even  when  hr  fail 
his  public  that    '  the  foreign*  i    will   pay,'    he 
knows  that  so  many  factors  affect  price  th.it 
his  profitable  bit  of  protection  can   seldom   be 
convicted  as  the  sole  cause  <>f  a  considerable 
price-rise,    and    that    most    men   do   not    follow 
price-changes  with  tin-  same  inteivM  they  gi 
to  wage-changes. 

Hence  the  tendency  to  '  make  the  consumer 
pay.1      Now  our  analysis  of  '  ability  to  1> 
makes  it  evident  that  in   the   lit    resort  the 
consumer   does   not   pay.     Indeed,    from    the 

ndpoint   of  re  :tion   there   is   no   such 

person    as   the   consumer.     All    taxation    falls 
upon  some  element  of  income,   and  the  con- 
sumer is  not,  as  such,  a  reeipirnt   of  ineon 
It  is  so  important  to  get  this  matter  under- 
stood that  I  will  take  two  illustrations. 

First,  let  us  take  a  tax  on  the  money-wages 

a  class  of  workers  whose  earnings  an-  just 
enough  to  maintain   them  and  their   famil 
in  economic  efficiency.     Suppose  the  <  in]»lo\ 
were  required  to  deduct  a  shilling  from    tin- 
weekly  pay  of  such   a  class   for    ineom.-tax. 
The   loss   of   working   efficiency    thus   caused 
means  a  reduction  in  the  supply  of  this  sort 

labour-power  without  am  thing  to  indicate 
a  correspondin-  r.-duetion  in  the  effective 
d«  inand  for  it  on  the  part  of  employ t  rs.  Some 
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It  will  not  pay  this  business  man  t<>  put 
it  on  to  the  price  of  the  arti«  les  h»-  ><  Us.  For 
the  possession  of  his  surphi>-pr<>iits  implies 
that  he  has  already  >«•<!  the  power  oi 

.1  monopolist  to  fix  selling  prices  above  the 
limit  of  free  competition,  at  a  figure  whi«  h  \\ill 
give  him  the  largest  quantity  of  surplus- 
profit.  If  it  had  paid  him  in  lix  a  higher 
price  than  In-  had  been  charging,  he  would 
have  done  it.  Now,  therefore,  that  h 
railed  upon  to  shoulder  this  tax  he  cannot 
shift  it  on  to  the  buyer  of  his  goods.  It  sti«  ks 
upon  his  surplus-proiit  because  th^  income 
has  ability  to  pay. 

The  business  men  in  a  plosety  competitive 
trade,  however,  as  we  see,  have  no  surplus. 
profit  able  to  bear  the  tax.  They  will  not 
merely  be  able,  they  will  be  compelled  to  put 
it  on  to  the  prices  of  the  goods  they  sell,  in 
order  to  make  a  '  living  '  profit,  and  to  stay 
in  the  trade.  So  it  seems  to  fall  on  '  the 
consumer/  Now  our  original  workers  who 
shifted  the  tax  are  themselves  consul i 
and  will  apparently  as  such  be  called  upon  to 
pay  their  share  of  the  higher  prices  for  the 
commodities  they  buy.  But  we  started  with 
the  admission  that  their  incomes  had  no  ability 
to  bear  any  of  this  tax,  and  this  disability 
remains  when  the  tax  on  their  wages  h,i 
two  .-hiits  been  brought  back  to  them  in  the 


I  III     -INI    I  l\«,    01      \  \  51 

shape    <•  ices.     For    tln-ir    in 

bear  was  th.ir  real 
the  goods  they  were  able  to  buy 
\\ith  ill'  :iey  wai  th«-v  i 

and 

that  of   tli  k>,   \On-ii   tin 

put  <m  u^.'.  Minn  in  the  price  of  goods 

the 

it       I  to  say, 

they    will  demand   and  get,    by   the   pre 
they   brought    to    l>«ar    in    i 

iges  to  enable   tin  m  to  pay 
these  higher  ) 

>s. 

11.  0    a>k    \\ln-tln-r   Oi 

flasM-s  <>!'  roiiMimnx    larrd   with    thi>   HM-   <m 
-.  \sill  ha-  same  pow-  iiitt  the 

tax  «  -  contain.     Our  argui 

9  an  aflhn;  in  those  caso  whriv 

ts  of 

:-.   minimum    ,  for  the  use  of 

hi>  labour.  al>ilit\  ,il.     No  t  or 

\\ill  lir  on  Mi<-h  in*  <'in(  s  of  consumers. 

On  the  nth.  r  haiui,  if  roi  :i  receipt 

«  nnt.iinini;   Miri'lu-.    they  are  not 

po>in.»n  tn  throw  oil  the  tax  by  demand  in  L; 

a  hi.ului    prill    lor  tluir  factor  of  production. 

\\ill  lie  upon  their  surplus  incom 

the  Ktme  money  income 
of  com- 


vj    TAXATION  IN  TIIK   \K\V   STATE 

mo<litir>.  they  must  buy  less.  This  reduction 
in  th.  n  '  ival  '  nxomr  ivpiVM-uts  their  abitilv 
to  bear  the  tax.  They  hand  over  to  th< 

venue  some  wealth  which  they  would 
otherwise  have  kept  for  themselves. 

Thus  we  find  no  warrant  for  treating  the 
'consumer'  as  a  person  who  can  pay  a  tax. 
Consumers  with  '  surplus  '  income  alone  can 
pay,  and  they  pay  out  of  this  surplus.  C<»n- 

iihi >  with  no  surplus  incomes  throw  oil 
the  tax,  which  shifts  until  it  finds  some  surplus 
elements  of  somebody  else's  income,  th.  em- 
ployer's monopoly  profits,  his  landlord-  rent, 
the  royalties  on  some  machinery,  the  element s 
in  the  income  of  well-to-do  consumers  that 
in  origin  '  surplu>.  On  these  element > 
the  tax  rests. 

§3.  If,  instead  of  taking  a  tax  on  wages, 
we  investigate  a  tax  imposed  upon  some  class 
of  commodities,  the  same  general  line  of 
reasoning  applies.  Here  is  a  tax  which 
appears  to  be  directly  levied  on  the  con^um.-r 
through  a  rise  of  price.  But,  in  tin-  first  place, 
we  have  to  note  that  it  does  not  in  all  cases 
follow  that  a  tax  o  imodities  is  actually 

attended  by  a  corresponding  rise  of  prices  to 
consumers.  If  an  ad  valorem  tax  is  collected 

bm  thr  manufacturer  or  merchant  of  an 
artt  1,  be  will  pa>s  ;it  on  to  thr 

consumer,  if  he  can.  lint  whether  he  can 
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case    of    what    may   be   called    ati  "lute 

necessary'   must  the   tax   be   represented    by 
a   fully  corresponding    rise   o!    price.      A    b 

ild    presumably    conic    nearest    to    Jin 
absolute  necessary,  and  it  would  seem  th;it   a 
tax  of,  say,  3d.  a  loaf  would  enable  tin    1 
to  put  the  tax  on  to  the  price.     But  even  IKK 
there  are  qualification^.     Unless  all  alternative 
foods  were  taxed  in  the-  same  proportion,  some 
other  vegetable  and   animal    foods   would   be 
in   part   substituted    !<>r   bread.     Moreover,   it 
may  be  that,  though  some  bread  is  absolutely 
necessary,    there    has   been    lax    or   exa 
consumption  among  some  classes  of  consumers 
which  ^vould  be  reduced  by  reason  of  the  rise 
of  price.     If,  owing  to  one  or  both  of  t 
causes,  the  attempt  to  put  the  3d.  on  the  loaf 
brought  a  reduction  in  the  purchase  of  bread, 
the  rise  in  price  would  settle  somewhere  below 
3d.,   perhaps  at   2d.     The   consumer  (i.e.  the 
producer   with    some    surplus   income)    would 
bear  the  2d.     The  other  penny  would  be  thrown 
back  on   to  the  miller  and  the  farmer,    and 
perhaps  would  ultimately  settle  on   '  freight 
or  on  the  rent  of  wheat-land.     Similarly  with 
(.t  her     taxes     upon     necessary     commodities. 
/The  ultimate  incidence  of  the  tax  will   vary 
with  the  degree  or  intensity  of  the  necc 
which   in   its   turn    will    largely   depend   upon 
what      untaxed     alternatives     are     available. 
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§4.  But  enough  has* been  said   t<>  indi 
the   subtly   psychological   factors    which    1 

lp  to  determine  the  effect  of  a  rise  of  price 
upon  demand  for  different  classes  of  com- 
modities. The  incidence  of  a  tax  will  vary 
with  their  subtle  pressures.  We  can  nev<  r 
tivat  am  tax  upon  commodities  as  obviously 
transferable  to  the  'consumer/  even  in  the 
process  of  finding  producers  surpluses  in  which 
to  settle.  Some  of  it  will  generally  pn 
but  how  much  no  one  can  predict.  Some 
it  will  be  thrown  back  on  the  various  sets  of 
producers  or  carriers  or  vendors.  The  way 
of  doing  this  will  often  be  a  shrinkage  in  con- 
sumers' purchases,  owing  to  an  attempt  to 
put  the  tax  on  to  the  price,  which  shrinkage 
will  react  upon  the  processes  of  production, 
reducing  the  use  of  the  weaker  or  inferior 
land,  plant,  labour,  and  affecting  both  the 
normal  costs  of  production  and  the  '  surpluses/ 

As  an  example  of  the  intricate  reactions  of 
a  tax,  take  the  case  of  a  new  large  tax  on  the 
sale  of  motor-cars  and  motor-cycles.  Since 
these  are  mainly  luxuries,  the  first  recognized 
effect  of  any  great  rise  of  price  that  might 
follow  would  seem  to  be  a  great  curtailment  of 
demand.  But  such  curtailment  would  check 
the  rise  of  prices,  fixing  a  new  temporary 
price-level  above  the  old  one  but  not  adding 
the  whole  of  the  tax.  Some  of  th«  tax  would 
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substantial  in-  :  ..,-.-  ,iti<>n 

Will    be    met.    ill    part     bv    ,1    ivdlieed    .  nilMimptioll 

(in  quantity  or  quality  <•!'  articles)!  in  part 
by  an  encroachment  upon  other  elements  of 
unnecessary  consumption,  or  of  savings.  Tin- 
experience  of  war  taxation,  though  abnormal 
in  the  sense  that  tin-  natural  economic  re- 
actions would  be  crossed  or  reinforced  by 
'patriotic1  motives  of  economy,  certainly 
produced  these  effects  in  the  upper  and  middle 
classes.  In  a  general  readjustment  of  the 
standard  of  living  for  purposes  of  war  economy, 
a  smaller  percentage  of  the  year's  expenditure 
would  be  given  to  those  high-taxed  luxuries. 
Such  increased  payments  to  the  State  (<>r  the 
liquor  and  tobacco  trades)  as  were  actually 
made  by  these  classes  would  come  out  of 
their  surplus  income,  i.e.  by  reducing  their 
expenditure  on  other  luxuries  or  unnecessary  s. 
The  more  interesting  problem  arises  in 
relation  to  working-class  incomes,  m< 
containing  nothing  that  can  properly  be  re- 
garded as  surplus,  in  the  sense  that  they  do 
not  exceed,  and  very  often  fall  below,  what  is 
required  for  the  proper  maintenance  of  a  family. 
Here  it  is  evident  that  out  of  the  higher  money- 
incomes  of  the  great  bulk  of  the  manual 
workers  during  the  war,  a  considerably  1. 
sum  has  been  expended  upon  drink  and 
tobacco,  though  probably  a  smaller  per- 
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fd    til..—     kinds    oi  nditurr.    they 

1  to  pay  taxes,  i.e.  have  some  ability 
to  pay.  And  yet,  on  the  other  hand,  this 
apparent  ability  to  pay  is  only  due  to  a 
wasteful  economy  of  actual  incom  tini; 

aside  the  question  whether  alcohol  and  tobacco 
are  actually  noxious,  it  is  certain  that  working- 
class  expenditure  upon  tin-in  carries  an  in- 
ability to  pay  for  certain  goods  and  luxuries 
needed  for  the  health  and  efficiency  oi"  them- 
selves and  their  families,  i.e.  represents  a 
wasteful  economy.  There  is  no  real  Mirplus 
in  these  working-class  incomes.  This  bein- 
so,  any  taxes  they  pay  must  normally  be  held 
cither  to  encroach  upon  their  truly  neces- 
sary expenditure,  or  to  be  shifted  on  to  some 
other  incomes,  e.g.  those  of  their  cmpln- 
through  their  insistence  upon  money  wages 
high  enough  to  support  these  '  luxuries/ 
There  is,  of  course,  the  third  alternative,  that 
a  tax  may  simply  cause  a  corresponding  re- 
duetion  of  expenditure  upon  the  taxed  articles. 
Only  in  the  last  case  is  it  seriously  defensible 
as  a  method  of  taxation.  So  far  as  the  war 
taxes  have  brought  about  a  reduction  in  the 
consumption  of  drink  and  tobacco  that  would 
have  taken  place  had  these  taxes  not  been 
imposed,  they  are  economically  justified,  not 
otherwise. 

But    while,    in    point   of   fact,    the   workers 
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oi     indiivet     taxation  ?      Nay,    does    not 
such  a  doctrine  play  directly  into  the  hands 
of  protectionists,  by  ift  manifest    implieation 
that  the  surplns-im  <>in«-s  of  foreign  pmdi: 
merchants    and    exporter-     cao    be    mad<-    to 
bear  a  portion  <>1  tin-  lariit  duties  we  aiv  u 
to  impose  ? 

r»  lieving,  as  we  do,  in  tl  eral  su] 

"iitv  of  direct  over  indirect  taxation,  it 
urgent  importance  here  to  state  the  grounds 
for  this  belief.  The  first  is  the  wast-  and 
damage  of  the  shifting  process.  In  all 
economic  movements  there  is  a  certain  amount 
of  inertia  to  be  overcome.  In  the  taxing 
process  this  means  that  the  tendency  to  shift 
a  tax  that  tries  to  settle  upon  '  costs  '  is 
met  by  another  tendency  for  a  tax  to  lie  where 
it  is  put.  If  every  tax  laid  upon  income  \\ith 
no  real  ability  to  pay  were  shifted  automatic- 
ally and  immediately  on  to  the  nearot  Mirplus- 
income,  fiscal  convenience  might  often  give 
preference  to  taxes  on  commodities  whi<  -h 
could  be  collected  in  large  amounts  from 
wholesale  dealers.  But  such  taxation  always 
incurs  the  serious  risks  indicated  in  the 
processes  of  shifting  which  we  have  described, 
>ome  of  it  falls  upon  elements  of  nece^ 
income. 

Now  the  proof  that  such  necessary  income, 
e.g.  a  wage  of  efficiency,  or  a  minimum  profit, 
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called   tin-   insciiMtiveness  of  the  consumer   in 

feting  taxation  \vliich  hr  lias  no  true  or  final 
ability  to  bear.  This  insensitiveness  is  due  in 
put  to  ignorance,  in  part  to  slackness  or  in- 
difference. It  is  this  which  pves  a  specious 
support  to  the  prevailing  notion  that  all  in- 
creased taxation  or  rating  put  upon  landlords 
is  liable  to  be  passed  on  to  tenants  in  enhanced 
rent,  and  that  traders  can  always  put  any 
sfa  taxes  on  to  the  price  of  their  goods.  It 
tenants  do  not  know  what  is  the  true  rental 
value  of  their  premises,  they  can  easily  be 
•**- deluded  into  paying  higher  rents  to  compeu- 
the  landlord  for  a  rise  of  rates,  the  delusion 
being  accepted  more  readily  because  they 
shrink  from  the  immediate  inconvenience  and 

'St  of  changing  their  residence.  Similarly,  a 
tax  upon  commodities  or  upon  the  materials 
which  enter  into  them  can  often  be  made  a 

urce  of  actual  gain,  because  the  consun 
not  knowing  how  much  the  tax  adds  to  the 

•sts  of  production,  allows  the  tradesman  to 

raise  his  prices  far  more  than  enough  to  cover 

* 

the  taxation. 

§  6.  There  are  other  dangers.     It  is  of  urgent 
importance   in    the    practice   of   popular   sell- 
ovcrnment  that  the  fixed  system  by  which  a 
raises  and  expends  revemu>  shall  be  opru 
and    intelligible    to    its    citizens.     Th<     actual 
incidence  of  taxation   ou-lit    to   be   known    to 
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§  7.   Before  winning  acceptance  for  tin 
incut  as  a  basis  for  reformed  taxation  in  the 
it   will,   however,  be  necessary  to 
meet  several  lines  of  ciiticisms,  partly  <lir> 
against    the   '  economics/    partly    against    the 
practical  politics  of  any  wholesale  application 
of  the  theory. 

e  first  objection  will  take  this  shape: 
"  Your  treatment  of  '  costs  '  is  entirely  directed 
to  a  static  condition  of  industry  and  commerce, 
to  the  mere  maintenance  of  existing  instru- 
ments of  production.  You  appear  to  assign 

whole  of  your  surplus  (consisting  of  ivnt, 
surplus-interest,    profits,    salaries,    etc.)    a 
body  of  income  possessing  an  unlimited  ability 
to  pay.     But  you  forget  that  from  this  fund 

rived  the  saving  which  forms  tl 
capital  required  for  industrial  and  commercial 
progress.  If  you  are  prepared  to  hand  over 
to  the  State  all  this  surplus,  you  will  make 
economic  progress  impossible/'  This  objec- 
tion imputes  an  undue  stress  upon  the  origins 

urplus,  as  distinct  from  the  uses  to  w 
such  surplus  will  or  may  be  put.  Even  the 
economic  rent  of  land,  it  will  be  ur^-d,  does 
not  possess  unlimited  ability  to  pay,  if  we  bear 
in  mind  that  a  tax  approaching  100  per  cent, 
would  diminish  national  savings  by  the  pro- 
portion of  such  '  unearned  '  income  as  would 
have  been  saved  and  applied  to  capital  had 
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now  passes  into  State  or  muni<  ip;il  enter] 
the  surplus-income  it  yielded  to  its  private 
owners  should  be  available  for  the  public, 
unless  in  some  instances  the  public  authority 
yields  the  potential  surplus  to  the  public  in 
the  shape  of  lower  prices.  If  railways,  mines, 
electric  supply,  banks  and  insurance  businesses, 
the  drink  trade,  large  sections  of  the  IIOUMII^ 
and  distributive  trades,  became  public  busi- 
nesses, private  saving  will  no  longer  be  needed 
to  feed  their  enterprises  with  new  capital  : 
that  provision  will  henceforth  be  made  by  the 
State  and  the  Municipality.  Bearing  in  mind 
that^the  type  of  industry  thus  socialized  will 
comprise  most  of  the  greatest  capitalistic  enter- 
prises, it  will  appear  that  the  defence  of  surplus 
against  taxation  because  of  the  need  of  making 
provision  for  the  improvement  fund  is  con- 
siderably weakened.  The  State  will  make  the 
necessary  savings  for  nationalized  industries 
out  of  the  income  of  those  industries.  There 
will,  in  respect  of  these  businesses,  be  no  failure 
to  provide  the  needed  income  of  capital.  As 
for  the  surplus-producing  industries  which  it 
may  be  convenient  to  leave  in  private  hands, 
it  by  no  means  follows  that  the  taxation  of 
their  surplus  will  imply  a  reduction  in  the 
aggregate  of  new  capital  available  for  national 
industry.  The  new  State  is  pledged  to  many 
operations,  such  as  housing,  land  development, 
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tion,  an  enlarged  public  revenue,  well  applied 
to  general  purposes  of  national  welfare,  will 
assuredly  carry  a  greai  enlargement  oi  tin 
productive  forces  of  the  nation.  An  intelli- 
gent administration  of  public  services  will 
make  a  more  socially  advantageous  use  of 
surplus-revenue  than  would  be  made  by  private 
business  men  capitalizing  it  for  tlnir  own 
profit. 

§9.  The  conception  of  a  national  industrial 
system,   with   privately   owned   capital 
foundation  and  profit  as  its  regulative  moii 
has  long  been  exposed  as  an  insecure  b; 
for  social  order.     The  economic  surplus,   the 
fund  for  social  progress,  must  pass  more  and 
more  under  the  direct  administration  of  Society. 
In  order,  however,  that  the  justice  and  utility 
of  the  proposal  be  rightly  grasped,  the  origin 
and  nature  of  the  fund  that  constitutes  this 
surplus  should  be  comprehended.     The  notion 
that  taxation  is  prima  facie  an  encroachment 
by  an  outsider,  the  State,  upon  the  rightful 
property  of  individual  citizens,   only  justified 
by  necessity  of  State,  is  still  widely  prevalent. 
Its  falsity  is  implied  in  the  analysis  which  I 
have  brought  to  bear  in  these  chapters,  win- 
surplus  is  shown  to  arise  as  the  result  of  some 

onomic  inequality  or  monopoly  power  wielded 

"^/^by  the  person  who  receives  the  surplus.     But 

there  is  another  way  of  looking  at  the  same 
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all  the  other  forms  of  social  organization,  and 
is-  often  the  regulator  and  director  of  the 
economic  forces  of  Society  by  means  of  1 
and  administrative  action.  The  whole  of  the 
functions  of  the  modern  State  subserve  the 
processes  of  production  of  wealth,  though  it 
has  other  more  important  human  ends.  \Yhm 
the  State  directly  undertakes  an  industry, 
such  as  letter-carrying,  it  can  defray  its  expi 
out  of  retail  prices  charged  to  its  customers. 
The  new  State  may,  in  taking  over  < 
fundamental  industries,  such  as  railways  and 
mines,  similarly  draw  revenue  from  t 
specific  undertakings.  If  it  chooses,  and  the 
nature  of  the  industries  allows,  it  may  take  a 
profit  from  such  undertakings  which  it  may 
apply  to  pay  the  expenses  of  other  public 
services  not  of  a  directly  remunerative  char- 
acter, such  as  justice,  defence,  education 
and  public  health.  But  for  the  bulk  of  its 
revenue  it  must  rely  upon  taxation  of  incomes 
and  properties  derived  from  privately  owned 
undertakings.  It  is,  therefore,  important  to 
recognize  that  its  claim  to  tl  .able  income 

is  not  confined  to  the  general  plea  of  public 
necessity,  but  is  also  based  upon  the  express 
part  taken  by  the  State  in  assisting  to 
create  the  economic  product  and  to  give  it 
value. 

The  State,  thus  regarded,  is  a  rightful  j 
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own  account,  in  every  product 

in  th< 

and 
has  a  i  l.iim   : 

What  No   t 

.ills-  r\  1    tliink,   ran   !><•  g 

to  tl  the  co-opera- 

:id   soci  rgies 

and  in    mod.  in    economic    op« 

I    suggest   th  onably  sound  ap- 

t    of    claims    would  to    thr 

individual  \\\>  full  personal  costs  of  mail 

and  growth,  i.e.  MH  h  income  as  suffices 

«,it    in    lull   current   efficiency   hii 
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y  as  they  are  capable  of,  while  assigning 
to  the  State,  aa  the  organ  of  a  hitherto  under- 

d   Society,  any  surplus-income   v 
i  hamr.  rt.inbiiKition  or  <  uitural  or  con- 

may  enable  a  business  to 
not  be  an  absolutely  s 

ition.      Hut,    in 

of   UK-   invMiinjaion   hitlierto  prevailing,    vi/.. 
that  product  was  the  rightful 

to  whom  it  ] >assed  as  pri 
and  that  the  State's  share  should  be 
minimum,   the  principle    here  pro- 
poses ii(  h  tin  state  becomes  the  residuary 

i-nses  of  upkeep  and  of 
reasi  'o\\th  air  led  out  of  income, 
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should  be  acceptable  to  those  who  realize  the 
growing  needs  of  the  new  State. 

§  10.  I  have  already  anticipated,  in  part,  tin 
claim  that  reasonable  'expenses  of  growth' 
should  include  some  adequate  provision  «>i 
increased  capital  in  a  business  capable  of 
useful  expansion,  and  that  the  portion  of 
excess  or  surplus  profits  needed  for  application 
to  this  object  should  not  be  taken  in  taxation 
So  long  as  saving  and  investment  remain 
private  functions,  this  seems  a  reasonable 
claim.  For  though,  as  I  have  contended,  the 
diversion  of  such  savings  from  private  possessors 
to  the  purposes  of  State  does  not  necessarily 
imply  a  less  productive  use,  there  is  a  prim  a 
facie  case  in  favour  of  furnishing  an  adequate 
supply  of  new  capital  for  healthily  growing 
private  enterprises.  This  need  could  be  met 
in  one  or  two  ways.  The  Income-Tax  Com- 
missioners could  be  instructed  to  make  allow- 
ances or  exemptions  in  respect  of  such  portions 
of  the  income  of  a  business  as  was  '  put  back  ' 
into  the  business.  If  the  necessary  supervision 
and  accountancy  took  place,  this  might  be  a 
sound  social  policy,  for  the  State  would  later  on 
reap  its  gain  in  the  taxation  of  the  larger  in- 
come issuing  from  the  enlarged  business  and  from 
the  inheritance  duties  when  the  untaxed  capital 
passed  at  death.  The  alternative  method,  a 
discussion  of  which  lies  beyond  the  scope  of 
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immediate  purpose  r,   wr  may 

this  method  of  public    finance  and  give 
a    provisional    acceptance    of    the    allowance 
system,    with    such   safeguards    as   would    be 
needed  against  certain  obvious  abuses.     During 
the  next  few  years,  at  any  rate,  it  may  be 
iceable     that     our     taxing-system    should 
anhr   indiicvinnit-.    in   the  shape  of  tax 
iption,  to  the  allocation  of  large  shares 
of  business  earnings  to  tl  tal  fund,  so  as 

to  make  good  the  letting  down  of  some  im- 
portant kinds  of  plant  and  the  failure  during 
the  war  period  to  make  normal  provision  for 
improvemr 

1  surh  exemptions  should  be  limited 

mount  and  confined  to  the  case  of 

industries,  and  a  thorough  scrutiny  into  the 

mnits   nf  ,  a,  h  application  should  be  under- 

n     by    the    Income-Tax    Commissioners. 

a  provision  need  not  be  held  to  invalidate 

the  app  a  of  our  general  principle  that 
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the   State   i-   tin-   roidual  owner  «»i   all   income 
\vhi<  ds  the  requirement  <>t~  maintenanee 

and  normal  growth 

This  identification  of  the  surplus  with  the 
income  that  expresses  the  aid  rendered  by  the 
State,  as  the  representative  of  Society,  to  the 
production  of  wealth,  gives,  I  venture  to 
suggest,  a  new  moral  as  well  as  economic  basis 
for  the  finance  of  the  new  State.^. 
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quarter  of  the  revenue  required  for  the  post- 
r  State,  there  is  a  further  objection  to  the 
Miide-tax  which  invalidates  for  practical  pur- 
poses the  whole  policy  of  attaching  by  taxation 
tin  -rparate  elements  of  surplus  that  emerge 
in  the  operations  of  lm>incss.  Though  separ- 
able from  capital  for  purposes  of  economic 
analysis,  land-values  are  so  blended  with  im- 
provements and  with  other  forms  of  capital, 
for  all  practical  operations  both  of  industry 
and  finance,  that  a  rigorous  separation  f<>r 
taxing-policy  is  neither  feasible  nor  equitable. 
The  actuarial  difficulties  have  been  illustrated 
in  the  clumsy,  expensive,  and  unsatisfactory 
endeavours  to  measure  land- values  and  their 
increments  under  the  provisions  of  the  1909 
Budget.  But  when  a  fuller  analysis  of  industry 
discloses  the  innumerable  ways  and  degrees  in 
which  elements  of  land-value  are  embedded 
in  all  parts  of  our  economic  system,  the 
difficulty  of  any  reliable  measurement  is  found 
insuperable. 

These  technical  difficulties,  however,  are  not 
the  chief  ground  for  rejecting  such  a  proposal* 
Modern  operations  of  capitalization,  purchase 
and  investment,  have  so  closely  identified  land- 
values  with  capital,  and  the  identification  has 
been  so  strongly  endorsed  by  law  and  custom, 
that  their  separation  now  for  taxing-policy 
would  involve  intolerable  injustice.  A  1. 
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that  represent  mere  surplus,  by  means  OJ 
tax  graduated  steeply,  not  according  to  tin- 
aggregate  net  income  of  the  business,  but 
according  to  the  dividend  ?  A  sufficient  motive 
to  operate  the  business  in  the  most  efficient 
and  productive  manner  might  be  provided 
under  a  taxing-policy  which  would  get  i< air- 
lift 1  is  of  the  excess  profits  for  the  revenue. 

But  the  same  difficulty  presents  itself  a  in 
the  case  of  land-values.  If  the  whole  of  tin 
share-capital  of  such  a  business  as  we 
considering  were  held  by  the  original  promo  t 
and  investors,  the  project  would  be  feasible 
and  equitable.  But  where,  as  in  most  such 
cases,  a  very  large  proportion  of  the  sha 
have  changed  hands  in  the  operations  of  the 
stock-market,  there  is  no  presumption  that  the 
present  shareholders  are  receiving  upon  their 
investment  a  dividend  which  contains  any 
surplus.  The  surplus,  present  and  prospect! 
has  been  taken  out  of  the  concern  by  the  original 
shareholders,  or  by  interim  shareholders  from 
whom  the  present  holders  have  bought  tin  ir 
shares  at  market  prices  enhanced  by  the  exces- 
sive earning  power  of  the  Company.  A  pays 
£1000  for  four  £100  shares  in  a  profitable 
combine  whose  shares  stand  at  a  premium  of 
£150  per  share.  B  pays  £1000  for  ten  £100 
shares  in  an  ordinary  competitive  business, 
where  the  shares  stand  at  par.  A  and  B  get 
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for  reveir  separate  items  of  surplus  as 

merge  in  the  present  distribution  of  run 
or  dividends  or  profits. 

The  upshot  of  this  investigation  is  to  iiuli 
a  general  income-tax  as  the  most  s«  ble 

instrument  for  securing  to  ih«  revenue  a  large 
share  of  un<  anii  d  income  or  Tin- 

fact  that  during  the  last  half-century  this  ti 
has  passed  into  imanent  finance  of  tin- 

country   and   has   occupied    a    place-   of   <\ 
increasing  importance,  is  ii  recom- 

mendation. For  new  taxes  are  not  merely 
unpopular :  they  are  usually  precarious  both  in 
in<  Id.  having  no  body  of  linan 

experience  to  support  the  calculations  ol  the 
taxing  author! 

§3.  It  is,  tluivfoiv,  to  the  p  income* 

tax  that  we  should  look  as  the  first  mean-  of 
enabling  the  State  to  get  its  revenue  out  of  tin- 
surplu  nts  of  income  possessing  ability 

to  pay.    And  it  must  operate,  not  by  attempt- 
.aborate  cL.-  iiiinnaiion  of  the  origins  of 
income,  but  by  attention,  in  th<   fust  place,* ±0 
it>  size  ;   in  th  Minbi  r  of  ; 

ii] inn  the  inconi  neir  maint- 

cy. 

i  to  our  analysis  of  the 

economic  nature  of  income,  it  should  not  be 
difficult  to  gain  assent  to  the  proposition  that 
'surplus'  and  its  pi  i  'ability 
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-..teiiance,  in  respect  of  families  will 
income  not  exceeding  £500.  Properly  applied, 
the  prineiplr  must  be  based  upon  the  assump- 
tion that  the  cofct  of  maintenance  of  e 
human  being  is  the  same.  For  though  this 
may  not  be  strictly  true,  it  is  the  only  practic- 
able method  of  procedure.  It  is,  therefore, 
desirable  that  this  equality  of  maintenance 
principle  shall  be  applied  to  the  full  extent  for 
all  incomes  of  a  low  or  moderate  order.  The 
true  policy  is  thus  stated  by  Mr  Sidney  Webb  : ! 
"  What  is  suggested  is  that,  so  far  as  incomes 
not  exceeding  £2500  a  year  are  concerned, 
whether  earned  or  unearned,  it  should  be  open 
to  any  person  assessed  to  ask  all  that  the 
taxable  receipts  of  all  the  members  of  his 
family,  living  in  the  same  household  with  him 
and  sharing  in  its  expenses,  or  maintain^! 
elsewhere  wholly  or  partially  at  his  expense, 
should  be  aggregated  for  assessment  as  a 
Family  Income  ;  and  that  Family  Incomes  so 
arrived  at,  should,  for  income-tax  purposes, 
be  divided  by  the  number  of  members  <>f  the 
family  (husband,  wife,  children,  step-children, 
father  and  mother  or  grandparents  only) 
actually  maintained  therefrom.  There  could 
then  be  allowed  from  the  combined  Family 
Income,  in  respect  of  the  persons  maintained 
therefrom,  whatever  Abatemmt  » ach  portion 

1   "  How  to  Pay  for  the  War,"  p.  237.      (Allen  &  Unwinj. 
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But  the  policy  is  equitable  and   economically 
sound.       Its    essence    lies     in     securing     that 

tion  shall  not  be  imposed  ii]><>n  th< 
penses  of  maintaining  human  efficiency,  or, 
in  other  words,  upon  'cost^  It  is  not  a 
new  principle  of  taxation,  but  an  adjustment 
of  our  accepted  principle  of  ability  to  pay 
to  the  circumstances  of  the  family  as  the  unit 
of  expenditure. 

§  4.  Admitting  this  important  provision 
for  taking  into  account  the  number  of  de- 
pendents in  the  application  of  a  progressive 
income-tax  to  the  lower  and  medium  inconx-. 
the  rule  that  rising  incomes  imply  a  pre- 
sumption of  increasing  surplus  and  a  corre- 
sponding increase  of  ability  to  pay,  may  be 
accepted  as  valid.  It  is  already  in  force  by 
the  united  policy  of  allowances,  abatements 
and  super-tax,  crossed  by  the  distinct  ion 
between  earned  and  unearned  income.  Now  I 
suggest  that  all  these  special  arrangements  and 
discriminations  are  clumsy  and  wasteful,  that 
they  should  be  swept  away  and  replaced  by  a 
single  progressive  curve  of  valuation,  according 
to  which  every  taxed  income  would  pay  a 
different  rate  of  taxation  according  to  its  size. 

The  defective  progression  of  the  present  tax 
is  well  illustrated  in  the  following  Tables  from 
the  last  available  Report  of  the  Inland  Revenue 
Commissioners  (1918).  Though  changes  made 
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TABU   17.— Showing  the  actual  amounts  of    Income-Tax    and 
or -Tax  payable  for  each  of  the  yean  1916-17  and  1917-18 
the  case  of  certain  incomes  taken  as  examples,  and  the 
effective  rate  of  the  combined  taxes. 

AMOUNTS  or  TAX. 


on 

IIP  •  •::!< 

me  -Tax. 

;>«r-Tax. 

>mc-Tax 
A  Super-Tax. 

i\  ol  In- 
come. 

i 

i      s.    d. 

i    s.   d. 

i     ».     d. 

d. 

756    5 

22      5    IO 

778  10  10 

61.8 

4,000 

1,000      o 

79    3    4 

:*    3    4 

6*4-7 

U  
<..,..„, 

1,500    o 

154     3    4 
245  16    8 

1,404     3     4 
»5  «6     8 

;-.,   QQ 

>4     3     4 

72.1 

2,000      0 

620    : 

2,870  1  6    8 

IO,OOO 

2,500    o    o 

779     3     4 

9     3     4 

78.7 

20,000 

5,000    . 

4 

^9     3     4 

90.3 

\".'  "     ' 

K>      0      0 

9     3     4 

9     3     4 

94.2 

40,000 

10,000    o    o 

-9     3     4 

^9     3     4 

000 

79     3     4 

20,279     3     4 

97'3 

75,000 

18,750    o    o 

4 

30,004     3     4 

,,^  ., 

100,000 

25,000    o    o 

-9     3     4 

-'9     3     4 

99-7 

Now   tlun  ious  methods  by  which 

thes<  sudden   jump   and   thr 

rate  of  advance  in  higher  in< 

•  •d.  The  most   j-:            I   whirh 
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I  have  seen  is  that  proposed  by  Mr  J.  Zorn  in 
the  following  TablesV  His  method  of  pro; 
sion  is  by  a  process  in  \\hic-li  ilir  ri:  te  of 

tax  in  the  £  accumulates  pace  as  it  proc< 
by  means  of  a  four-speed  gear.  The  first 
speed  operates  from  incomes  up  to  £500  by  a 
rise  of  3d.  in  the  £  for  each  successive  {. 
The  second  operates  from  incom.-s  from  £600 
to  £1000,  by  a  rise  of  6d.  in  the  £  for  < 
successive  £100.  The  third  proceeds  by  i 
of  is.  in  the  £  on  each  £1000  from  £ioo<>  t<» 
£10,000.  The  fourth  takes  a  rise  of  is.  6d. 
in  the  £  on  each  £10,000  up  to  a  maximum  of 
£70,000.  This  is  as  far  as  Mr  Zorn  has  carried 
his  Tables.  But  it  is  evident  that  a  fifth  speed 
gear  could  be  added  for  incomes  exceeding 
£70,000,  though  in  this  highest  reach  some 
break  must  be  put  on  the  rate  of  progression 
so  as  to  prevent  the  highest  practicable  limit 
of  taxation  being  reached  before  the  largest 
income  is  included.  For  as  we  approach  the 
highest  range  of  incomes  with  our  taxing 
instrument  we  shall  be  confronted  with  the 
difficulty,  betrayed  in  the  case  of  the  excess- 
profits  tax,  of  the  dissipation  of  potential 
income  in  expenses  of  management,  bonuses 
to  employees,  and  various  other  devices  i<>r 
evading  high  taxation.  Moreover,  in  the 
•  •st  incomes  we  are  likely  to  encounter 
a  cosmopolitan  spirit  on  the  part  of  their 
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>ad    them    to    >hift    iln-ir 
Pea    intu  anothn-   whnv   a    lower 

these  consider.  ludt-s  a  high  tax. 

on  Ln-r  incomes,  l>nt  it  i>laces  sojne  re- 

upon    the    proportion    of    tin-    '  Mir; 

xing  antli 

tht'Sr       '   Illn: 

:n< -s   inu-t    in  turc  of   the  case  be 

in  cconnini.-  monopolies  of  a  large 

and   highly   or-ani/i-d   >hapr,   it   may  well  be 

the  casi  he  State  can  attai  h  th.-ir  profits 

:lly    1>V    nati"iiali/ati"n    than    1>V 

II. 

I  1RST  STAGE. 


Tax 

£100. 

\\«  :.UT 

£  of  Tax 
over 
total 

In   DOM 

Total  Tax 
payabta 

of  In 
payable. 

KK>             /q 

KM>       1/3 

£i     5    o 
to    o 

i    o 

<>      O 

6    5    o 

1 
ff 

£«5<> 

!0      0 
10      0 

18  15    o 

1.25 

1.87 
2.5 
3-W 
375 

EXAMFLB  -.—What  is  the  tax  on  a  taxable  income  of  £365  ? 

On  ist  £100  .       £150 

too  2  10    o 

100  .so 

List       65  50 

Total  .                    .     £10  15     o 

An  average  i  ;d.  and  2.94                   .ol  income. 
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SECOND  STAGE.— INCOMES  OF  £600  TO  £1000. 

The  tax  progresses  successively  by   6d.   in    the    /i    on 
additional  £100  of  Income. 


Average 

Tax 

respective 

£100 

over 
total 

1  Tax 

payable. 

.  nt- 
'•1 
Jin  nine 

payable. 

Income. 

6th  £100 

7th     100 

1/9    ,     £8  15     0 
2/3         ii     5     o 

-In 

i/i 

£27  10    o 
38  15    o 

4.58 

8th     100 

2/9         13  15     o 

52  10     o 

9th     100 

3/3         16     5     o 

1/6 

68  15     o 

7.63 

loth     100 

3/9 

18  15    o 

1/9 

87  10    o 

8-75 

EXAMPLE  : — What  is  the  tax  on  an  income  of  £823  ? 

On  £800    .         .         .     £52  10    o    An  average  of  1/3! . 
23    .          .          .         3  M     9    At  3/3  in  £. 

Total    .  £56     4     9    An  average  of  just  over 


THIRD  STAGE. — £1000  TO  £10,000. 


Average 

Tax 

Tax  on 

rate  in 
£  of  Tax 

Total  Tax 

•  •nt- 
of 

ta£ 

respecti  ve 
£1000. 

over 
total 

payable. 

Income 
Bible. 

Income. 

ist  £1000 

1/9 

£87  10     o 

i/9. 

£87  10     o 

8.75 

2nd    i  ooo 

2/9    !  137  10     o 

225     o     o 

11.25 

3rd    1000 

3/9    !   187  10     o 

2/9 

412  10    o 

13.75 

4th      1000 

4/9       237  10     o         3/3 

650     o     o 

16.23 

5th    1000 

5/9                                 3/9 

937  I0     ° 

18.75 

oth    1000 

6/9       337  i°     °         4/3 

1.175     o    o 

21.25 

7th    1000 

7/9       387  10     o  ,      4/9 

1662  10     o 

23-75 

8th    looo 

8/9       437  10     o         5/3 

2100    10       fi 

26.25 

9th    1000 

9/9       487  10     o 

5/9 

2587    In 

28.75 

loth    1000 

10/9 

537  10     o 

6/3 

3125     o     o 

31-25 
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:  AGE.— £10,000  TO  £70,000. 
Taxc 


T*x 


:.    ;..-  tur 

£1000. 


VI-T.U-.- 
atctn 


total 


ToUJTax 
pmymbto. 


10,000 

10,000 
10,000 
10,000 

1>»,000 


-  t 


3,730 
0,873 


^3, 

6, 


•«3 
J*73 

16,250 

21,875 

35,000 


3437 
373 

*-•  M 

!'-•  h 


CHAPTER    V 
REFORMS  OF  INCOME-TAX 

§  i.      \    PROPOSAL  to  caned  tin*  disrrimina- 
/jLtion   in    UK-    taxation    of   earned    and 
unearned  incomes  will  doubt!  'roiiLj 

opposition.  In  order  to  justify  it  I  nui  t 
show  that  the  ability  to  pay  does  not  sub- 
stantially (littn  in  the  two  cases.  But  I 
would  point  out  at  the  outset  that  the 
Income-Tax  Commissioners,  in  distinguishing' 
all  interest  as  unearned,  and  as  thn 
possessing  a  higher  ability  to  pay  than  the 
high  income  of  a  business  man  from  profits,  or 
of  a  professional  man  from  fees,  are  resting 
upon  two  quite  erroneous  suppositions.  The 
iirst  is  contained  in  the  curious  adoption  of 
the  Socialist  view  of  all  inter  ned,' 

in  the  sense  that  its  production  involve 
personal   effort   or  sacrifice   on   the  recipient. 
Now,  under  an  economic  system,  when  saving 
has  to  'be  effected  by  inducing  individuals  to 
forgo   certain   amounts  of   present   enjoyment 
which   their    incomes   would   enable    them   to 
procure,  in  order  to  bring  into  existence 
maintain    in    product  i  he   means    and 
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unu-nts  «»f  in;  .1  good  deal 
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\r  be 
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min^   ! 
On  th«  i.l.  as  >een, 

\\-ages    of 
uncan 
in  tl 

or  good  ices,  ol  by  the 

competition,    and 

til*    u>«  l>ersonal 

are    supposed    to 

ivnt  of 

nity  ju>t   as  much  as  is 
more 

to  be  regarded  as  c  The  fact 

voluntary  produ« 

ss   or   pro- 
judgm 
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A  very  large  proportion  of  tin*  upper  strata 
of  these  incomes  can  be  taken  in  incom< 
without  causing  any  withdrawal  or  reduced 
efficiency  of  the  productive  services  nix! 
by  the  recipients.  Because  a  big  business 
profiteer  is  able  to  '  earn '  £50,000  a  year 
by  applying  his  brains  and  knowledge  to  his 
opportunities,  it  does  not  follow  that  the 
removal  of  half  of  it,  or  more,  by  income 
taxation  would  induce  him  to  work  fess 
efficiently,  or  to  go  earlier  out  of  business, 
He  takes  all  he  can,  but  there  is  no  warrant 
for  supposing  that  all  he  gets  is  needed  to 
evoke  his  business  efforts.  So,  too,  with  the 
high-salaried  manager  or  the  successful  pro- 
fessional man  who  earns  his  £20,600  a  year. 
He  sells  his  skill  and  ability  at  the  highest 
price  he  can  get  in  a  market  where  he  enjoys 
a  scarcityrposition  by  means  of  his  personal 
reputation  or  the  special  opportunities  he 
has  enjoyed.  The  notion  that,  because  IK 
ran  command  this  salary  or  these  fees,  he 
can  and  will  resist  taxation  by  refusing  to  do 
his  work,  is  baseless.  It  rests  on  an  utterly 
false  estimate  of  his  position  and  psychology. 
If  we  were  to  put  high  taxation  on  large 
legal  incomes  and  not  upon  large  incomes  in 
medicine  or  engineering,  it  is  evident  that 
r  able  and  enterprising  men  would  entd 
the  former  pioir>>ioii,  and  the  growing  scarcity 
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use    legal    fees,   so 

tin  i     to     other     ]><••. j 

And    so    it    would    be 

h     all     Minilar     «1:  -»n.       But     if     all 

!l     '  rainr.l  '      in.  ..in.         :  e     of     t 

par  ss  or  professi<  lly 

to  high  taxation,   IK-   MI- h   M.n.ity 
ting  ability  w«»ukl  be  produced  a 
:it    escape    from    the    ta.\ 
inhnvnt    viitur    or   power    in    a 
sort  of  capacity  or  skill   to  compel 
exceedingly  high  price 
Me  the  re«  to  resist 

pts  to  diminish   it   by  taxation.     A 
gn  \t  i    may  make   £20,000   a   year    in 

ually    great    1 

make  only  £5000  in  Swit/<  rland,  Swed< 
or    even    France.     Why  ?     For    two    contri- 
butory causes,  first,  because  wider  access  to 

professions   in   the   latter 

168  implit  >  a  larger  supply  of  high-grade 

il   abil  « condly,   because  the  general 

distiil)iition  «  th  is  more  equal  in  these 

countries  so  that  there  are  fewer  persons  able 

to    pay    i  es    that    prevail 

Perhaps  a  third  considerat  ty  be  added, 

el   of  intelligence   and 
countries  as   SNVI 

land  or  France,  operating   to   reduce  the 
pir  art    of 
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itinn.  At  any  rate,  the  fact  is  certain 
that  equally  good  professional  and  business 
capacity  can  be  obtained  in  different  countries 
at  widely  different  levels  of  remuneration. 
i  is  means  that  large  professional  and  business 
incomes  often  enjoy  a  proportionately  large 
rent  of  ability  which  is  a  true  economic  rent 
in  its  inability  to  resist  taxation  by  a  curtail- 
ment of  supply.  The  fact  that  some  personal 
productive  effort  is  put  forth  in  earning  this 
must  not  be  allowed  to  blind  us  to  the  re- 
cognition that  the  excessive  portion  of  the 
payment  for  it  is  as  much  unearned  as  tin- 
ground  rent  of  a  landowner  or  the  monopoly 
interest  of  a  trust-magnate. 

When,    therefore,    proper    provisions    have 
been  made  for  exempting  ah*  low  incomes  from 
taxation  and  for  splitting  small  or   moderate 
family    incomes    into    individual    incomes    for 
purposes    of    exemption    or    taxation,    there 
^remains   no"  just    reason    for    maintaining    a 
distinction     between     earned     and     unearned 
*  incomes,  which    complicates    the    theory    and 
..'application  of  a  really  scientific    income-tax. 
Indeed,   the  abandonment  of  the  differentia- 
by  our  Income-Tax  Law  in  the    higher 
of  income  (for  the  lower  rate  for  earned 
income     only    extends    to    the    £2500    level) 
may  be  taken  as  an  admission  of  the  substance 
of  ourwcase. 
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§  2  Dy  fad  'he  exemption 
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.'•my  demaiul>  that  thr  maximum  amount 
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, nuliturc.  thr  minimum  by  the 

classes  who  ha  in  order  to  save. 

nee    i;: 

in- 
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vestment  companies  in  respect  of  tin-  portions 
of  premiums  which  support  what  are  termed 
Endowment  Policies,  or  earn  bonuses  or  other 
pecuniary  gains  which  can  be  taken  by  the 
subscriber  during  his  lifetime. 

§3.  If  the  income-tax  is  to  be  mad 
completely  effective  instrument  of  public 
revenue,  everything  that  rightly  ranks  as 
income  must  come  within  its  operation.  Two 
large  forms  of  income  escape  proper  assess- 
ment under  the  existing  operation  of  the  tax. 
No  attempt  has  hitherto  been  made  at  direct 
assessment  of  farmers'  profits  under  Schedule  B. 
Assessed  at  one-third  of  the  annual  value 
before  the  war,  the  great  majority  were 
virtually  exempt  from  all  payment,  their  so- 
called  profits,  measured  by  this  (leapt; 
standard,  falling  below  the  exemption  limit 
or  contributing  a  negligible  sum.  In  the 
first  decade  of  this  century  the  total  '  profit 
from  the  occupation  of  land  '  never  reached 
five  million  pounds,  and  the  actual  contribu- 
tion of  this  class  of  income  to  the  revenue 
seldom  exceeded  a  quarter  of  a  million  pounds. 
During  the  war  the  basis  of  assessment  for 
farmers'  profits  was  raised  to  the  full  annual 
value.  But  even  this  advance  is  a  ridiculously 
inadequate  measure  of  the  true  lr\vl  of  proli 
In  1816-17  the  total  income  taxed  upon  this 
basis  amounted  to  £16,389,972,  while  the  n< -t 
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lie   tax   was  £2,850,1.1       1     must 

also  be  born.-  m  iiiiml  th.it  tlie  excess-profits 

tax   was    n<»t  ible   to   profits   of 

agrioultuii-.  though  t  rise  of  food 

'•s,  guaranteed  to  come  by  tin- 

used  agriculture 
1  prosperity.     Special 

ulties  bes«  -cess  of  assessm*  nt   in 

thi>   class  iiner   and    his 

dep<  a   large  lined 

tin-   proceeds  of  tlir    f.nin. 

al  '    ii  <iitii<  ult     to    ascei 

and   \alut       Sound   book  ig  is   hard   for 

Mum  attrmpted.     But  these 

n»t      insuperal)  Skilled 

intaiK  \    is  essential  to  successful  modern 

farming,   and    farmns   ^llould   be  requind   to 

t«»  tin-  rules  of  book-keeping  necessary 

to  disclose  their  real  income,  employing  com- 

petei  ide  assistance  it  tlu-y  are  not  equal 

to  th«    task  ti  t*s.     For  a  long  time  to 

prices  and   profits  will   be 

hi^'h,    and    it     i>    intolnahlc    tliat    '  the 

agricultural     interests'    >hoiild    be    permitted- 

to  n  umey  out   of  food  shortage   while 

escaping     their    proper    contribution     to     the 

likely  that  in   the  skilled  and   in 
of  the  more  strenuous  of  the  unskilled 
tradt  y  families  whose  ani 
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incomes  possess  a  taxable  capacity.  The 
labour  shortage  in  the  war,  co-operating  with 
other  pressures,  brought  a  rise  both  of  money 
and  of  real  income  to  some  grades  of  workers 
which  in  many  instances  may  be  permanent. 
Many  wage-earning  families  should  figure  in 
the  lower  levels  of  the  income-tax  payers, 
and  adequate  measures  should  be  taken  to 
secure  their  contribution.  It  should,  however, 
be  kept  clearly  in  mind  that  in  their  case,  as 
in  others,  the  contribution  is  based  upon,  and 
measured  by,  ability  to  pay,  i.e.  the  possession 
of  some  surplus-income  beyond  the  needs 
of  family  efficiency.  The  belief  that  great 
numbers  of  working-class  incomes  in  ordinary 
times  escape  the  income-tax  they  ought  to  pay 
has  no  foundation  in  fact.  Dr  J.  S.  Stamp,  in 
his  authoritative  work  on  '  British  Incomes 
and  Property,"  speaks  of  "  the  popular  notion 
that  many  little  workers  on  weekly  wages 
escape/1  and  makes  the  following  comment  : 
"  In  the  first  place,  the  number  who  sustain 
an  average  of  over  £3  per  week  continuously 
over  three  years,  without  a  break,  is  not  large. 
At  any  given  time  there  may  be  a  considerable 
number  above  the  margin,  but  they  are  not 
the  same  cases  continuously.  Secondly, 
machinery  was  provided  in  1907  as  adequate 
to  secure  the  greater  part  of  the  real  liability. 
Thirdly,  with  the  children's  allowances,  al 
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§5.  The    adoption    <>i    thr    taxable    Cl 
of  the  family  inrome  as  the  true  basi 
scientific    income-tax  demands  a  recon  id-  ra- 
tion   of    the    strongly    established    usai^e    of 
'collection  at  the  source.'     Mom    tha 

ters  of  tax,  it  is  estimated,  is  thus  inter- 
cepted in  the  way  of  deductions  from  the 
interest,  rents,  profits  and  salaries,  from  public 
funds  and  offices,  joint-stock  companies  and 
other  '  public  '  bodies.  Official  opinion  has 
hitherto  been  persistent  in  its  assertion  of 
the  importance  of  maintaining  this  method 
of  assessment  and  collection.  It  would,  no 
doubt,  be  possible  to  retain  this  method  under 
a  reformed  tax,  in  which  every  income  paid 
a  different  amount  and  in  which  account 
taken  of  the  number  of  dependents  on  an 
income.  But  the  balance  would  seem  to  turn 
heavily  against  such  retention.  For,  whereas 
at  present  the  6s.  tax  deducted  at  souro 
unearned  income  has  only  to  be  adjusted  by 
way  of  abatements  or  exemptions  to  meet  the 
case  of  small  or  moderate  incomes,  und 
scientific  graduation  there  could  be  no  tax 
fixed  at  6s.  or  at  any  other  rate,  but  a  tax- 
curve  calculated  so  as  to  yield  an  average  of, 
say,  6s.,  though  that  precise  amount  was  paid 
by  a  negligible  number  of  incomes.  To  fix 
upon  an  arbitrary  or  an  average  sum,  such 
as  6s.,  to  deduct  it  from  the  source,  and  then 
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or  inducement  to  make  a  complrtr  K  turn  of 
income  from  all  sources,  th«  lor  taxation 

at  the  source  was  a  strong  one.  But  it  has 
already  been  much  weakened  by  the  extension 
of  abatements,  differentiations,  allowances  and 
Exemptions,  and  by  the  provisions  for  the 
super-tax.  It  is  now  estimated  that  some- 
thing like  99  per  cent,  of  all  the  incomes  come 
under  individual  survey,  involving  a  separate 
assessment  in  each  case.  It  is  quite  evidently 
the  duty  of  the  Government  to  require  every 
person  with  a  taxable  income  to  present  the 
State  with  a  complete  annual  account  of  his 
income. 

§  6.  It  will  doubtless  be  contended  that,  if  one 
graduated  tax  be  substituted  for  the  existing 
system  with  its  numerous  deductions  and 
abatements,  the  motives,  operative  at  present 
to  evoke  a  full  return  from  persons  claiming 
their  allowances,  will  cease  to  operate,  and  it 
will  be  difficult  to  prevent  under-statements 
and  evasions  of  the  tax.  The  idea  of  a  total 
abandonment  of  collection  at  the  source  need 
not,  however,  cause  any  great  alarm,  provided 
that  the  official  information  available  by  access 
to  governmental  and  company  accounts  is 
utilized  to  check  the  individual  returns  upon 
which  assessment  is  made.  What  is  need<  •<!  is 
a  simplified  and  standard i/«l  form  of  account 
to  be  kept  by  the  taxpayer  in  his  annual  dealing 
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accounts  should  be  aboli-lnd,1  and  th.it  tin 
pass-book  should  become  an  ordinary  recog- 
<l  source  of  official  information  upon  in- 
comes. A  -  plication  of  these  < 1 
would  enable  the  Income-Tax  Comini-  i«»n<  rs 
to  dispense  with  collection  at  tin  source  and 
to  place  the  tax  upon  its  proper  individual 
footing.  The  stiff  official  bin  ft"  which  will  In- 
put up  on  behalf  of  the  present  method  by 
the  Treasury,  supported  by  the  ipse  dixit  of 
certain  expert  authorities,  must  not  be  per- 
mitted to  block  the  way  to  the  adoption  of 
the  only  scientific  working  of  an  incon 

1  Tl  nment  has  not  scrupled  during  th 

years  to  force  upon  Banks,  under  the  Defence  of  the   I 

an  exposure  of  many  private  accounts. 
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is  an  enlargement  of  his  income  for  all  riiective 
purposes.  No  attempt  at  all  is  made  to  levy 
taxation  upon  certain  other  increments  of 
capital  value,  such  as  rises  in  the  market  value 
of  securities,  or  profit  from  their  sale,  or  from 
deductions  from  gross  business  earnings  which 
under  the  head  of  renewals,  reserves,  etc., 
enhance  the  capital  value  of  a  business,  or 
from  various  windfalls  that  lie  outside  the 
routine  operations  of  the  business.  Various 
forms  of  what  is  termed  'cutting  the  melon/ 
i.e.  distribution  of  gains  outside  the  ordinary 
declaration  of  dividends,  are  devised  for  the 
purpose  of  escaping  publicity  and  income-tax. 
Sometimes  this  takes  shape  in  '  bonuses/ 
sometimes  in  duplication  of  shares,  sometimes 
in  preferential  terms  for  the  taking  up  of  new 
share  capital.  In  periods  of  rapid  industrial 
and  commercial  growth  and  in  periods  of  tur- 
moil, when  speculative  enterprise  and  rapid 
strategic  finance  find  favourable  scope,  an 
immense  quantity  of  fresh  values  escape  from 
ever  figuring  as  taxable  income.  It  is,  of 
course,  true  that  the  annual  interest,  rent  or 
profit,  which  this  enhanced  wealth  procures 
for  its  owner  may  pay  income-tax.  But  the 
corpus  itself,  though  at  some  time  or  anot In-l- 
it came  as  an  addition  to  the  year's  gain  of  the 
owner,  was  not  taxed  as  income  in  that  or  <m\ 
other  year. 
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some  limit    upon   the  bright   of   ;in   inconie-i 
\\hi.li    -hall    include   as    taxable    income    the 
whole  of  '  sav.  d  '   as  well  as  'spent  '  income. 
Now  there  are  grounds  for  holding   that   the 
'  savings '  on  an  income  will  be  more  sensiti 
to  taxation  than  the  spendings,  in  the  sense 
that  a  very  high  tax  would  cause  in  them  a  far 
larger  shrinkage.     Believing,  as  I  do,  that 
the  present  economic  juncture  it  will  be  in  < 
sary  to  take  what  measures  are  necessary  to 
evoke  a  higher  proportion  of  saving  to  spending 
than  prevailed  before  the  war,  and  that  some 
considerable  part  of  this  saving  must  be  done 
by  persons  of  moderate  income,  I  think  that 
if  our  single  graduation  income-tax  is  to  be  the 
chief   financial   instrument    it    must   not   press 
unduly  upon  the  savings  of  these  classes.     It 
it   could  be   done   without  excessive   sacrifice 
of  current   revenue  and  with  adequate   safe- 
guards  against    abuse,   I   should   be    disposed 
to  give   favourable    consideration    to    a    pro- 
posal    for     exempting     from     assessment     a 
certain    percentage     of     all    incomes,     above 
the  true  family  subsistence   level,  and  bel 
the    present    super-tax    level,    on    condin 
of    its  investment    in    Government    or    oil 
securities,     public     or     private,      author!/ 
by   Commissioners    who    were    guided    by 
large  public  policy  in  the  direction  of  the  How 
of  capi 
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taxed  on  ;he  drath  of  the  ONYIUT.  If  the 
policy,  in  other  words,  were  economically 
productive,  the  State  would  partake  of  the 
productivity. 

§3.  But  whether  this  proposal  for  remission 
of  taxation  on  authorized  new  saving  be  accept- 
able or  not,  it  is  certainly  expedient  to  secure 
that  the  income-tax  shall  not  be  so  heavy  as 
unduly  to  interfere  with  the  saving  of  the 
classes  who  can  afford  to  save.  Now  the 
excessively  heavy  income-tax  might  do  this 
in  one  of  two  ways,  or  in  both.  It  mid  it 
cause  that  part  of  the  income  which  otherwise 
would  have  been  saved  to  be  expended  in 
i  taming  the  established  standard  of  com- 
fort. Or  it  might  even  deter  a  person  from 
earning  the  highest  income  he  is  capable  of 
earning,  causing  him  to  withdraw  the  productive 
effort  involved  in  earning  that  part  of  his  income 
which  was  unnecessary  to  maintain  his  normal 
expenditure.  There  are  no  doubt  compensating 
forces  to  be  taken  into  account.  There  is  a 
case  for  high  taxation  as  a  stimulus  to  industry. 
Some  men  will  be  so  bent  upon  preserving  their 
usual  standard  both  of  expenditure  and  saving 
against  the  encroachments  of  the  tax-gatherer 
that  they  will  work  harder  or  better  in  order 
to  obtain  the  same  net  income  after  payment 
oi  the  higher  tax.  But  there  will  be  a  physical 
and  moral  limit  to  this  stimulus.  A  small  or 
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curious  illusion  which  leads  so  many  men  to 
think,  feel  and  act  as  if  they  were  going  to  live 
for  ever.  They  simply  refuse  to  '  reali/e  ' 
tlh  ii -  drat h  or  to  take  account  of  it  in  the  play 
of  economic  motives  that  affect  their  earning 
and  saving.  Putting  the  matter  concretely. 
I  do  not  believe  that  well-to-do  people  would 
accumulate  and  leave  behind  them  less  than 
they  do  now,  if  the  State  were  to  take  one-hall 
or  more  of  their  estates  instead  of  the  truth 
which  it  now  takes  on  an  average. 

Nor  is  it  meivly  the  case  that  the  persons 
who  leave  the  property  are  not  greatly  affected 
in  their  motives  by  a  high  death  duty.  Tin- 
recipients  of  the  residue,  receiving  it  as  a 
sudden  or  fortuitous  addition  to  their  own 
resources,  easily  acquiesce  in  large  deductions 
from  the  windfall.  Apart  from  this,  the  general 
attitude  of  the  public,  especially  in  America 
and  Britain,  has  become  certainly  more  favour- 
able to  this  method  of  raising  revenue.  Even 
the  well-to-do  are  less  concerned  than  formerly 
to  make  large  provisions  for  heirs  and  depend- 
ents, and  the  general  atmosphere  of  the  modern 
world  is  unfavourable  to  the  idea  of  great 
estates  or  businesses  as  heirlooms.  Viewed 
from  the  social-economic  standpoint,  the  heavy 
taxation  of  hereditary  fortunes  which  enable 
and  encourage  their  recipients  to  live  in  idle- 
ness, and  by  their  expenditure  to  draw  large 
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CHAPTER    VII 

SUPPLEM1-.MAKV  TAXES 

§  i.  'TEARING     '  ability    to    pay '     as    GUI 
A   criterion,    we    have    so    far    confined 
our    consideration    to    the    general    forms    of 
taxation    based   upon    the    presumption    that 
'ability    to    pay1    varies    directly    with    Hit 
amount  of  income  or  of  wealth.     But  incor- 
porated  in   our   existing   revenue   system 
other  imposts,  resting  partly  upon  other  special 
tests  of  '  ability/  partly  upon   considerations 
of  public  welfare  other  than  the  purely  fiscal. 

First,  we  may  take  the  case  of  taxes  upon 
superfluities  or  luxuries.  Under  this  head  I 
should  place  the  Inhabited  House  Duty,  which 
i-  still  curiously  attached  to  our  Income-Tax, 
figuring  as  a  second  informal  income-tax  ba 
upon  a  supposition  that  '  ability  to  pay  '  can 
be  measured  by  gross  or  net  rental  of  hon 
Regarded  as  a  secondary  income-tax,  it  is 
utterly  indefensible.  The  relation  between 
taxable  income  and  rental  of  a  dwelling-house 
is  too  loose  to  be  of  any  value  for  national 
taxation.  The  tax  penalizes  town  dwellers 
for  the  benefit  of  country  dwellers,  ignores  the 
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stops  its  gra  us  at  £60  af  year,  thus  lea 

the  ordinary  middle-class  pay  as  high 

:i  as  the  solitary  dw<  D 
ignores  the  best  test  of  superfluous  hoi: 
tin  <M  f  a  second  or  third  house 

No  ;ard   to   the   fact   that    tin 

incoi  :.  mint-illy   an   incomplete   in- 

strument, based  on  a  presumpt  A  not  a 

of  ability  to  pay,  I  find  a  M 

case  og  it   by  e  upon 

most  among  these  I  \vmild  place 
an  Inh.  1  fouse  Tax,  reconstructed  for  tin 

ose.     '1  i   .UK!  most  obvio^ 

1  b«   t!  -n  of  the  tax  to  dwellings 

the  accommodation  in  >j>uce  and  number 
of    roon  more    than    adequate    t<>    tin- 

hygi-  id   otlu-r   reasonable  needs  of   the 

!\    in    occupation  ould   in    n 

case-  >p>  in  ;  :rnply  a  5  of  the 

iption  limit  in  to  considerably  above 

the   present    limit,    thus   <  a  pro- 

tnenl   t<>  the  buildiiiL- 
;ng  of  decent  houses  for  tlu   \sorkin. 
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replaced  by  a  smooth  graduation  which  would 
continue  until  the  highest  rental  \\  lied. 

Occupiers  of  more  than  one  house  would  be 
taxed  not  upon  the  lower  level  oi ~  <  a< -h  separate 

d,  but  upon  the  basis  of  the  abrogate 
rental  of  all  the  premises  they  held  for 
occupation. 

§2.  How  far  other  specific  luxury  t. 
should  be  retained  or  imposed  depends  upon 
a  variety  of  considerations,  not  entirely  fiscal. 
In  fact,  the  purely  fiscal  will  in  most  cases  be 
a  minor  factor.  For  the  net  yield  of  most 
luxury  taxes  cannot  be  very  great  when  the 
cost  and  trouble  of  assessment  and  collection 
are  taken  into  account.  There  will  always 
remain  a  just  presumption  against  interfering 
with  the  liberty  of  persons  in  the  expenditure 
of  their  income.  Only  in  a  few  instances  may 
this  presumption  be  outweighed  by  net  con- 
siderations of  public  utility.  One  of  these 
considerations  is  the  fact  that  such  a  tax  is 
already  in  operation  and  the  instruments  of 
its  collection  already  exist.  For  this  reason, 
among  others,  it  may  be  worth  while  to  retain 
the  existing  licence  duties  upon  motor-cars 
and  carriages,  men-servants,  game  licences, 
and  such  minor  luxuries  as  armorial  bearings, 
though  the  aggregate  yield  of  such  taxation 
is  small.  A  few  of  the  minor  long-established 

<  e  duties  of  wider  incidence,  such  as  those 
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more  detrimental  forms 
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The  so-called  Breakfast 
dut  xes  uj»  ,  coffee,  cocoa,  sugar, 
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are  an  indefensible  secret  assault  upon  the 
meagre  incomes  of  the  poor,  upon  which  they 
impose  a  far  heavier  proportionate  burden 
than  upon  the  rich.  The  disproportionate 
burden  on  the  poor  from  the  Breakfast  table 
and  other  indirect  taxation  is  so  heavy  as  to 
outweigh  the  exemption  of  such  incomes  from 
direct  taxation.  This  is  clearly  shown  in  the 
valuable  analysis  presented  by  Mr  Herbert 
Scammel  in  his  recent  Presidential  Address  to 
the  Royal  Statistical  Society  on  "The  Taxation 
of  Various  Classes  of  the  People.11  His  con- 
clusion from  the  figures  he  cites  is  as  follows  :— 
'  The  columns  of  percentages  in  the  tables 
show  that  the  British  system  of  taxation  is 
regressive  in  the  lower  stages ;  the  classes 
with -the  smallest  incomes  pay  a  larger  pro- 
portion of  them  in  contributions  to  the  revenue 
than  the  classes  immediately  above  them. 
This  inequality  was  very  marked  in  the  first 
period  we  have  had  under  consideration 
(i.e.  1903-4).  It  had  been  redressed  a  little, 
but  only  a  little,  during  the  decade  before  the 
war.  It  still  persists,  though  the  disappear- 
ance of  any  considerable  class  in  the  community, 
with  family  incomes  of  only  £i  a  week,  has 
gone  far  to  lessen  the  disparity.  Such  re- 
gression is  the  consequence  of  relying  for 
revenue  upon  the  taxation  of  alcohol,  tobacco, 
tea  and  sugar,  and  of  the  fact  that  the  con- 
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ni    tli-  i>   larger   in   pro- 
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§  3  what  v  MUd,  it  follow-  that 

il   luxury   tax,   >u«  h   8LS   that    c«'ntcm- 
and    j  d    by    our  :unrnt    in 

v<.    is    t«>    be   condemned.     A   sound   fiscal 
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s  or  popular  luxuries,  selected  either  for 

their  n  pi  \<    character  and  large  yield, 

as   in    the  case  of  inhabited  house  duty  and 

m<  reasons  related  to  the  wasteful 

or    detiiinental    nature   of   high   consumption, 

as  in  the  case  of  alcohol.     To  any  such  general 
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luxury  tax,  as  was  proposed,  every  lault 
adheres.  It  is  a  vexatious  interference  with 
liberty  of  individual  taste,  involves  infinite 
trouble  to  the  seller  and  the  buyer,  is  incal- 
culable in  its  real  incidence  and  repercussions, 
is  highly  susceptible  of  evasion,  and  is  very 
difficult  of  definition.  It  may  be  taken  as  the 
reductio  ad  absurdum  of  indirect  taxation. 

§  4.  A  more  important  issue  is  raised  by  the 
existence  of  a  large  number  of  Stamp  duti- 
some  of  which  have  been  created  or  increased 
during  the  period  of  the  war.  These  duties 
can  mostly  be  classed  for  convenience  und*  r 
four  heads : l 

I.  Taxes  on  bills  of  exchange  and  promissory 

notes. 
II.  A  penny  (or  two-penny)  tax  on  receipts, 

cheques,  drafts,  etc. 

III.  Taxes  on  transactions  relating  to  property 
such  as   sales,   settlements  of  money 
leases  and  securities  for  money. 
IV.  Taxes  on  deeds  and  other  instruments. 

A  fifth  class  may  be  added  consisting  of 
fees  for  admission  to  branches  of  the  legal 
profession  and  to  various  other  offices  or  for 
acts  of  a  quasi-official  character.  The  great 
majority  of  these  duties  consist  of  taxes  upon 

1  See  "  The  King's  Revenue,"  by  W.  M.  J.  Williams,  p.  101. 
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>t  it  ute  an  enormous  burden  upon  the  payee, 
and  a  real  interference  with  freedom  <»f  purchase 
or  other  business  arrangement.  It  is  clearly 
to  the  public  interest  that  all  surh  fees  should 
1"  kept  at  a  cost  of  registration  Irvd,  and  that 
the  State  should  not  set  itsrli'  to  extort  any 
income  from  such  sources.  The  few  millions 
(less  than  ei^ht  in  the  year  1908)  derived  from 
these  stamps  are,  in  their  final  incidence,  at 
the  best  nothing  but  an  expensive  way  of 
tapping  certain  bits  of  income,  which,  left 
untapped,  would  yield  their  quota  to  ordinary 
direct  taxation,  while  at  their  worst  they  are 
extortions  from  persons  who  possess  no  real 
ability  to  pay.  For  the  most  part  they  are 
the  cumbersome  relics  of  a  past  haphazard 
method  of  catch-penny  improvisation  which 
has  no  place  in  any  scientific  system  of  finance. 
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'  surplus,'  we  may  rightly  assume,  and  ex- 
perience confirms  the  assumption,  that  the 
foreign  industries  making  some  of  the  sorts 
of  goods  which  we  import  will  be  subject  at 
some  stage  of  production  or  transport  or 
marketing  to  similar  pulls  which  earn  surplus 
income  for  the  business  firms  that  exercise 
them.  There  have  been  cartels  and  trusts 
in  Germany  and  the  United  States  exporting 
to  this  country  portions  of  their  output 
cheaper  prices  than  they  get  at  home  for  the 
goods  they  market  there,  and  earning  from  the 
aggregate  of  their  receipts  an  income  con- 
taining considerable  surplus.  Can  we  get  at 
this  by  putting  an  import  tariff  on  their  goods 
entering  our  ports  ?  It  is  not  obvious  that 
we  can.  For  the  goods  '  dumped  '  on  us  are 
assumed,  often  rightly,  to  be  sold  at  below 
what  would  be  their  cost  price  if  a  separate 
cost  could  be  assigned  to  their  production. 
The  profitable  part  of  the  output  which  yields 
the  surplus  is  that  part  sold  in  the  home 
market  of  the  exporting  cartel  or  firm.  Are 
we  able  by  putting  a  tax  on  the  '  dumped ' 
goods  to  get  it  out  of  the  surplus  profits  made 
from  the  sale  of  the  undumped  goods  ?  No 
simple  general  answer  can  be  given.  It  will 
not  do  to  say  that  any  tax  so  imposed  must 
cause  a  stoppage  of  the  dumping.  Such 
dumping  belongs  to  the  economy  of  large 


TAIMI  I  S    I  OH    Ri;\  I   \I    1 

A    strong     t 

market  (somet 

by  a  nes  not)  find*  that  it 

can  produce  ai  ver  cost  per  unit  of  thr 

output    t>v    piodu  faster   rate    < 

the   :  it h« mi   a  large 

•  N  it   i  ;able 

Upon  tile  whole  to  lot 

\vide  margin  it    in 
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v  price  it  can  get  ?     Not  so.     A  little 
reflection  n  t  evident  that   the  price  for 

the  dumped  stock  is  an  important  factor  in 
1  economy  of  the  procedure.     It  would 
not   pay  them  to  '  give  away  '  tlu  ir  surplus 
stock  in  order  to  maintain  the  outpu 

be  produced  at  the  lowest  cost  pn   unit. 
An  "Id    in    America  at    $1   might   be 

'  dumped'  in  this  country  at  75  cents.  But 
it  by  no  means  follows  that  if  we  put  on  a 
25  cent  dut\  it  would  be  shifted  on  to  them. 

importer,   as  usual,   would   be 

pay  tlu   duty  on  receipt  of  the 

goods    in    our    ports.     Since    he    presumably 

could  not  bear  the  tax,   lu    would  doubtless 

try  to  shift   it  on  to  the  foreign  exporter  or 

•it'arturer    by    stopping     further     orders, 

pt  at  a  price  reduced  by  the  25  cents. 

Id  IK  IM  this  reduction,  the  goods  entr 
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as  before  and  paying  the  import  duty 
foreign  surplus  ?  Only  upon  two  assumptions. 
The  first  is  that  there  was  no  other  country 
to  which  the  dumping  could  be  transferred, 
at  some  sacrifice  of  price  less  than  25  per  cent. 
probability  is  that  the  dumper  would 
find  some  such  other  dumping  ground  for  his 
surplus  stock.  In  that  event  the  tariff  brings 
no  money  to  our  revenue,  while  it  enables 
our  own  producers  of  these  goods  to  raise  th<> 
price  to  our  consumers  up  to  a  limit  of  25  per 
cent.  The  other  assumption  i^>  that  the  policy 
of  the  American  combine  or  the  German  cartel 
remains  unaffected,  so  far  as  the  economy  of 
large  output  goes,  by  our  new  tariff,  i.e.  that 
it  will  still  pay  them  to  sell  the  same  quantity 
ol  goods  at  a  higher  price  in  their  own  market, 
and  dump  the  same  surplus  upon  us.  But 
this  will  hardly  ever  be  the  case.  The  normal 
result  of  the  reduced  sum  obtainable  from 
their  dumping  would  be,  either  to  cause  them 
to  enlarge  their  home  market  by  lowering 
their  prices,  or  to  reduce  their  total  output 
by  shutting  down  their  least  effective  plant 
and  labour. 

§  2.  There  will  be  rare  instances  in  which 
it  might  still  pay  the  foreigner  to  continue 
dumping,  and  to  bear  out  of  his  aggregate 
surplus  profits  at  least  a  portion  of  the  import 
duty.  Where  the  dumper  had  a  virtual 
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monopoly  of  some  prod  he  couM 
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<osts  of  production  forces  the  foreign  pro- 
ducers to  an  output  considerably  larger  than 
can  profitably  m  n  his  own  country, 

so  that  a  foreign  dumping  ground  is  necessary 
to  enable  him  t  his  highest  aggregate 

profit.    The  other  condition  is  that  the  taxing- 
m  the  foreign  country  is  so  lax  as  to 
allow  a  foreign  Treasury  to  take  by  taxation 
urplus  win.  h  it   (on!  If  secure  for  the 

upkeep  of  the  State  of  which  the  producers,. 

It  the  Government  of  a  count 
m  which  a  monopoly  operates  gainfully  re- 
i  taking  its  share  of  the  gains  got 
from  o\  •  £ing  its  consumers,  it  is  economic- 
ally ft  for  the  Government  of  another 
country  wliich  receives  these  monopoly-goods 
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to  take  by  means  of  import  duties  some 
portion  of  the  monopoly-gain.  It  is  possible 
that  some  part  of  a  tax  put  upon  American 
nil  entering  this  country  would  be  borne  by 
the  Standard  Oil  Trust.  It  is  conceivable 
that  a  tax  upon  American  meat  might  in  some 
part  fall  upon  the  Big  Five,  and  that  the  so- 
called  Imperial  Tobacco  ^rust  might  bear  part 
of  any  special  duty  placed  upon  its  American 
tobaccos.  In  these  cases,  however,  there  are 
still  stricter  limits  upon  the  feasibility  of 
making  the  foreigner  pay  than  in  the  case 
'  of  ordinary  factory  goods.  For  where  raw 
materials  form  a  large  element  in  the  costs  of 
production,  the  law  of  differential  rent  is  apt 
to  interfere  in  the  taxing  process,  by  causing 
a  withdrawal  of  the  production  of  the  materials, 
whether  meat,  tobacco  or  what  not,  grown 
on  marginal  land,  i.e.  land  where  it  only  just 
pays  to  grow  them.  Therefore  it  would  be 
impossible  for  a  foreign  Government  to  get 
much  out  of  any  trust  a  tax  upon  the  products 
of  which  would  cause  an  automatic  shrinkage 
of  production,  some  land  either  being  thrown 
out  of  cultivation-  or  diverted  to  some  other 
productive  use. 

This  distinction  between  the  taxability  of 
industries  conforming  respectively  to  the  so- 
called  laws  of  increasing  and  diminishing 
returns  is  well  recognized  by  economists  as 
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:    tliis   country   wi-re  carried   by  some 
shipping    combine    which    charged    excessive 
i.i^ht    ratr>.    it    Miight    be   possible   to   levy 
import    dutir>    \\hidi    would    fall    upon    this 
but  again  subje.  he  two  pro- 

there  was  no  other  country 
to  which   the  goods  could  be  conveyed  and 
nrarlv    as    good    a    price;    and 
secondly,    that    there   was   no    Mthri     ui. 
int-ichandiM-   win  .Id  be  substituted  as 

cargo. 
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These  arguments  will  suffice  to  show  that 
the  ordinary  notion  that  '  the  foreigner  will 
pay  '  the  import  duty  is  void  of  substance. 
The  ci n  u instances  under  which  he  would 
bear  some  portion  of  the  duty  are  so  rare  and 
so  incalculable  that  no  Government  officials 
could  be  safely  entrusted  with  the  adjustment 
of  such  a  tariff.  For  if  it  is  no  easy  task  to 
arrange  internal  taxation  so  as  to  tap  business 
surpluses  made  in  this  country  under  con- 
ditions fairly  ascertainable,  how  much  more 
difficult  must  it  be  to  attempt  to  tap  foreign 
surpluses  made  under  conditions  difficult  to 
ascertain,  and  by  the  single  indirect  and 
usually  futile  method  of  a  tax  upon  com- 
modities ?  Moreover,  the  attempt  by  means 
of  import  duties  to  poach  upon  the  taxable 
funds  of  a  foreign  country  is  likely  to  be  even 
less  effective  in  the  future  than  in  the  past. 
For  the  great  foreign  exporters  of  the  manu- 
factured goods  which  we  import  are  nearly 
all  members  of  countries  pledged  by  the  same 
exigencies  of  post-war  finance  as  are  operative 
here  to  a  high  and  searching  taxation  of  their 
own  surplus  incomes  for  their  national  revenue. 
It  will  be  exceedingly  unlikely  that  the  United 
States  or  Germany,  which  possess  powers  to 
levy  direct  taxes  upon  the  surplus  profits  of 
their  monopolies  and  combinations,  will  leave 
much  opportunity  to  us  to  reach  these  financial 
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l»v    ill-     indirect    method   of   import  v 
duties. 

§3.   It  is  piv  it  imj>ort  duties 

as  a  method  of  making  '  the  foi  con- 

in  are  al  icgligible. 

wrll -known    .md   general   effect   of   su<  h 

n    upon    the 

in  enh.ui' <-d  ju ices  of  the  goods  he 
buys.     When-  the  imports  are  raw  material 

"thcr  costs  of  production  in  some 

British   industiv,   organized  so  strongly  as  a 

-t  or  c<  as  to  be  able  to  earn  surplus 

profits,  the  heightened  price  of  spch  imports 

v  of  course  be  defrayed  either  wholly  or 

in    part    from    this    surplus-income,    and   the 

ultimate  consumer  may  not  pay.     For  though 

Bntisi  or  combine  might  be  able  to 

raise   its  prices   and   so   transfer   the 

burden  t"  the  ultimate  consumer,  it  nfight  not 

pay  to  do  so,  if  the  elasticity  of  the  publi. 

uand  were  such   that   any   further   rise   of 

ise  too  great  a  shrinkage  in 

i.md.     It    i>  imt   likrly,   in  any  case,  th 

<lerable  amount  of  money  could  be 
thus  collected  by  such  indirect  taxation  up 

omes   in    this  country  which  could 
be  reached  better  by  direct  taxation  of 
incoi 

\\     must,  i hen-tore,  come  to  the  conclu^ 
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that  import  duties,  whatever  the  ordei 
goods  upon  which  they  are  placed,  will  ordin- 
arily be  paid  by  the  ultimate  consumer.  This 
statement,  of  course,  requires  the  qualification 
"  if  he  has  an  income  with  some  ability  to  bear 
the  tax.  For  it  still  stands  as  the  central 
truth  in  taxing  theory  that  all  taxes  fall  in  the 
last  resort  on  surplus-income.  Therefore,  if 
any  class  of  consumer  has  no  surplus-income 
capable  of  paying  the  higher  prices  caused  by 
the  import  duty,  the  shifting  process  will  begin, 
which  we  examined  when  we  dealt  with  taxes 
on  commodities  as  a  method  of.  internal  finance. 
Indeed,  the  disturbance  caused  to  industrial 
and  social  order  by  the  efforts  of  consumers  to 
shift  high  prices  due  to  tariffs  is  one  of  the  most 
serious  damages  of  this  bad  system  of  finance. 
Of  all  forms  of  taxation  tariff  duties  are  the' 
most  injurious  in  their  numerous,  widespread 
and  incalculable  shiftings,  in  the  delays  and 
incidental  injustice  of  their  incidence,  in  the 
uncertainty  of  their  yield,  the  costliness  of 
their  collection,  and  the  business  and  political 
corruptions  which  they  breed. 

§  4.  Regarded  as  a  supplementary  method 
of  gathering  into  the  revenue  such  portions  of 
surplus-income  as  have  escaped  direct  taxation, 
a  tariff  is  notoriously  a  clumsy  instrument. 
The  interest  of  all  classes  of  business  men  is 
engaged  in  advance  in  evading  it  when  it  turns 
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against    them,  and  of  exploiting   it    tor   th- 
i  it  can  be  turned  ag  uy 

be 

11  th«-  •  rr,  as 

.oimallv  the  case,  it  imposes  on  him  a  tax 

exceeding    tin-  passing  lie 

by   enabling   the   protected 

in    this  country  to  raise   their   prices 

tfa   import  duty,   it 

11  tin-  larger,  part  of  what 

the    cuiiMiinrr    tn    the    private 

pockets  of  the  home  producer. 

I   need  :>mir  here  a  point  which  is  so 

clearly  est  d.     The   important   thing 

grasp  is  that  of  all  methods  of  levying  taxes 

so  as  to  re  omes  with  a  taxable  capacity, 

:ffs  are  the  most  wasteful  and  noxious  in 

and  indirect  result- 

Their  worst  n-Milt  I  have  not  yet  mentioned. 

comes   from  interfering   with   the   natural 

selection  \vhu  h  in  each  country  tends  to  draw 

producing   po\\vr   into   the   channels  ire 

most    productive    of    wealth.     That    selection 

dot  >rk  with  great  exactitude. 

the  most  profitable  application  of  capital 

1  labour  from  the  standpoint  of  a  business 

is  not  alwa  reductive 

ili«   national  standpoint.     But 

re  is  a  tendency  for  the  profitable  to  coincide 

C,      A    taiitl,     however. 
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directed  to  encourage  capital  and  labour  1«> 
flow  away  from  more  productive  trades  into 
other  trades  which  demand  its  aid  precisely 
because  they  are  less  productive.  The  in- 
evitabie  result  is  to  lower  the  average  produc- 
tivity  of  the  whole  supply  of  capital  and  labour, 
thus  reducing  the  real  income  of  the  nation. 
Since  the  ultimate  fund  available  by  taxation 
for  the  public  revenue  consists  of  the  surplus 
of  real  wealth,  over  and  above  what  is  needed 
to  maintain  the  capital  and  labour  with  some 
allowance  for  their  future  growth,  it  follows 
that  a  tariff,  instead  of  adding  .to  the  public 
revenue,  reduces  it  by  reducing  the  fund  from 
which  alone  it  can  be  drawn. 

§  5.  To  this  general  exposure  of  the  defects 
of  a  tariff  may  be  added  a  few  practical  ob- 
servations bearing  upon  the  proposal  to  use  it 
as  a  contribution  to  the  special  requirements 
of  post-war  finance.  Foreign  trade  during  the 
war  has  been  so  largely  diverted  from  its 
ordinary  channels  as  to  afford  no  serviceable 
information  as  to  the  conditions  likely  to 
prevail  when  controls  and  other  interferences 
are  removed.  In  considering  tariff  revenue  it 
will,  therefore,  be  best  to  have  recourse  to  the 
facts  and  figures  of  the  last  normal  year,  1913, 
while  allowing  for  some  lasting  alterations 
which  the  war  will  have  produced. 

The  following  Table  gives  the  main  divisions 
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of  our  Imp*  le  for  1913  in  terms  of  money 

v. ilues : 

IMPORTS  INTO  im    UNITED  KINGDOM 

'rf,  Drink  and  Tobacco  :  msand  £ 

in  I;uiritfn  (  onntries  214,226 

ii  Poss<  75.975 

290,201 

Raw  Materials  and  Articles  main 

manufactured  : 

From  Foreign  Countries        .         .      190,283 
li  Possessions      .          .        91,538 

281,821 
Its  wholly  or  mainly  manufactured  : 

n  Foreign  Countries        ,  170,257 

I    1 1 1 >h  Possessions  23,345 


193,602 
Total  Impot 

From  1  Count  i  .          .      575 

!         h  Possessions  .      191,515 

Now   •  duties  raised   upon    this 

768  million  pnund^   worth  of  imports  amounted 
in    1913  to  a  littl<  million  pounds,   a 

large  amount   «.l    which,    vi/..    rK-vi-n    millions, 
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consisted  of  food  taxes  which,  as  we  have 
seen,  are  wholly  indefensible.  This  Imp  and 
ever-growing  value  of  total  imports  has  played 
a  large  part  in  the  fond  imagination  of  Pro- 
tectionists, by  appearing  to  present  an  immense 
field  of  indirect  taxation.  lirlorr  the  war  Un- 
political atmosphere  was  thick  with  general 
tariffs,  low  at  the  food  and  raw  material  base, 
and  rising  rapidly  through  the  successive  stages 
towards  a  substantial  tariff  on  fully  manu- 
factured goods.  With  this  was  commonly 
inserted  a  preference  upon  imports  from  our 
Empire,  a  concession  which  would  not,  how- 
ever, seriously  impair  the  yield  of  the  tariff, 
seeing  that  the  proportion  of  highly  taxed 
manufactures  of  imperial  origin  would  be 
very  small. 

§  6.  The  war  has  had  several  effects  upon 
this  tariff  policy,  all  detrimental  to  its  yield 
for  revenue  purposes.  In  the  first  place,  it 
will  be  impossible  to  advocate  any  new  import 
duties  upon  either  foods  or  raw  materials,  in 
view  of  the  world  shortage  likely  to  exist  for 
years  to  come.  \Yith  this  admission  virtually 
disappears  the  substance  of  Imperial  Prefer- 
ence. For  nearly  all  the  articles  upon  which 
substantial  preference  might  be  accorded  are 
foods  or  raw  materials,  mostly  articles  of  i<>i>d 
already  subjected  to  customs  duties  the  detii- 
mental  character  of  which  has  been  disclosed. 
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e  remain^    thru-fore,  onlv  tin-  third  class 
of  imports,   described  as     Aiti<  l.s  wholly  or 

Iv  in  i!  red/  and  valued  in  1910  at 

194  million  pounds.     Supposing  the  foreigner 
(or  the  British  c«  r)  could  be  made  to 

pay  1  average  tax  of  20  per 

tolerably  high  toll  u  in.  h  would  probably  reduce 
consi«lrial>ly  thr  imp-  .*!  thr  yield  of 

the  dut'.  >uM  it  .unoiint  to  ?      A  1 

j  milli'  the  costs  of  collection,  say, 

a  net  37  millions.     Before  the  n   1913, 

XprlldltUIr   ainoi; 

•jS  millions,  ti  ve  operated  as 

a  sensible  relief  to  the  burden  of  direct  taxation. 

But    now    that    we   are   confronted   with   an 

from  three  to  four  times  thr 

;  figure,  the  relief  which  Mich  a  customs 

revenue  would  giv<  tost  negligible. 

But    th«-   >uin   of   ;,7   millions  itself  is  only 
obtained  b\  ling  under  the  taxable  body 

of  imp*-  large  amount   of  art: 

;t  to  be  exempted  as  materials  for  Bi 

manufacturer^.     Tin-    i". .  11<» wing   is   the   list   of 

these  mater          .tracted  from  the  1913  Table 

of   articles   classified    as      Wholly   or    mainly 

:  nit  act  ured 

VALUE   IN    1913.  Thousand  4 

Blooms,  billets,  ett  .  ^,629 

Copper,  regular  and  precipitate 
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Thousand  £ 

Copper,  old,  fit  only  for  manu hi <t me  .  246 

Copper,  unwrought     ....  7,346 

Antimony,  crude  and  regular       .         .  i  i.j 

Lead,  pig  and  sheet     ....  3,718 

Tin.  in  blocks  and  ingots     .          .          .  9,252 

Zinc,  crude 3,451 

Metals,  unwrought      ....  i,( 

Metals,  old 5'>; 

Cotton  waste     .         .         .         .         .  516 

Cochineal           .....  85 

Tanning  substances    ....  1,853 

Dye  woods         .....  86 

Gall 32 

Leather 10,572 

Oil  seed-cake     .....  2,540 

Stones  and  slates        ....  1,268 

Cattle  food 288 

Pig  iron     ......  1,004 

Puddled  bars     .....  7 

Steel  ingots        .....  283 

Platinum 381 

Quicksilver         .....  1,364 


If  we  remove  this  sum  of  51  millions  from 
the  total  of  194,  misnamed  2s  '  wholly  or 
mainly  manufactured/  we  have  only  143 
million  pounds'  worth  of  goods  upon  which 
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mproved.     Our 

total  re\  :«un  this  source  at  a  20  per  cent, 

i  only  vi«-ld  29  millions,  or,  deduct- 
ing costs  of  collet  millions      If, 
as  is  probable,  a             ace  were  given  upon 
imperial  impoi              ins  class,  some  redu< 
must   be  made.     Allowing 
slumkage  of  import  value,  owing  to  the  opera- 

ot    tlu    n  n   goods   accustc 

hi  tin  -ito  to  a  free  market,  the  amount  actually 

obtained   by   this   reversal   of   our   free-trade 

policy  could  hardly  exceed  20  millions.     As 

ory  small  and  an  unreliable 

amount    <»t    thi>   Mini   would   be   paid   by   the 

foreigner.     Nearly  all  of  it  would  eventually 

be    drawn    from    consumers,    i.e.    producers' 

surplus  incomes   in    this    country,   diminishing 

s  accessible  to  direct  ion  and 

a  great  deal  of  injurious  friction  in  its 

slu:  d  its  settlement. 


PAIM     II 

V 
VPTEK     I 
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WING       .nuilated   the   m< 

ciples    <>:  id    taxation    for     tin 


|]      IJAVINii     I'.inmlatrd    the    main     ; 


modern   state,    witli    tin- 
•  hirt  K  ininis  in  ,,ur  present  tax  system  which 
•ion  nf  tln-M-  piinciples  involve,  \\v 
are  «  i«<l  with  the  questions,  "  How  far 

these  piin-  ipk's  and  reforms  adequate  to 
the  i:  1  emergency  in  which  Great  Bn 

stands  after  the  war  ?  "  '  Is  it  possible  or 
necessary  to  supplement  normal  methods  of 
soun  :ice  by  some  special  levy  designed 

to  relieve  the  stress  of  the  emergency  and  to 
(lite  a  ivturn  to  more  normal  conditions 
:MIICC?"      In  "id,-r  to  finni-h  an  answer 
to  these  questions,  it  is  necessary  first  to  present 
an  appi  t  Miniate  of  the  financial  situa- 

tion whrn   tin    rxtrann Unary  expenditure  in- 
d  in  war  has  been  concluded.     For  this 
•M  .   it    will   l>e  convenient  to  endea 
to  forecast  tlu  situation  presented  at  the  close 
of  tin    vrar  1919-20  when  our  national  fin 
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may  be  considered  to  have  settled  down  o 
in«>re  normal  basis. 

In  round  figures  (it  would  be  i<ll<  t<>  aim  at 
precision  among  so  many  incalculables)  the 
-it nation  at  the  close  of  the  present  financial 
year  (1919-20)  is  likely  to  be  this  :  The  g 
sum  of  the  national  debt  will  have  risen  from 
650  millions,  the  pre-war  figure,  to  at  least 
8000  millions.  For  the  debt  at  the  close  of 
last  financial  year  reached  7557  millions,  and 
275  millions  is  an  exceedingly  low  estimate  of 
the  new  borrowing  needed  to  make  both  ends 
meet  this  year,  when  the  estimated  expenditure 
amounts  to  1435  millions.  For,  making  ample 
allowances  for  a  large  contribution  from  the 
sale  of  Government  properties  of  various  sorts, 
and  for  the  maintenance  of  the  excess-profits 
tax,  or  some  equivalent,  a  large  gap  between 
revenue  and  expenditure  admittedly  exists, 
requiring  increased  borrowing. 

Now,  on  the  assumption  that  our  Dominions 
make  provision  for  the  sums  loaned  to  them, 
and  deducting  the  pre-war  interest  on  the 
pre-war  debt,  we  are  faced  with  the  necessity 
of  finding  a  war  debt  of  7000  millions.  The 
interest  on  7000  millions  will  be  some  350 
millions,  to  which  must  be  ddded  35  millions 
for  a  low  sinking  fund  at  i  per  cent.  Next 
year's  pensions  fund  will  admittedly  exceed 
the  72  millions  for  this  year,  and  may  be  placed 
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at  80.    This  gives  465  million  u  tl  ,i1I( .,  t  war 
H"W  large  an  addition  must  be  made 
for   tin-  il   costs   ol    militaiy    and 

nin«  MI  it   is  impossible  to  prognosticate, 

these  sums  dej>.-n.l  upon  national  policy. 

Hut.  even  if  a  peace  be  got  s  factory  and 

so  well  guaranteed  as  to  secure  the  early  with- 

diawal  of  all  exp<  es  and  armies 

of  o«  MI    it   i-  imp..  to  expect  that 

nulitaiv  can  be 

reduced  for  some  years  to  come  to  anything 

appin.uhing   the   pre-war    figures.     The   most 

sanguine  of  financiers  coqld  not  hope  to  see 

the   united   expenditui.     upon    these   services 

i  t»«  a  lower  >uin  than   150  inillinn>.      It  i> 

ily  (ritain  that  the  civil  expenditure  must 

exceed  the  pre-war  level.      Kvm  were 

il  entirely  of  the  heavy  subsidies  for 

d  and  railway^,  the  ln-li.  r  level  <»f  prices, 

salai  «1  wage  erfals  and  ser- 

tn^thei     with    the    new    expenditure 

inrunred  on  housing,  education,  land  improve- 

v  involve  an  increase 
eiuliture  from  95  inillin: 

1913-14  to  at  least  double  that  sum.  Indeed, 
a  round  estimate  of  190  millions  will  be  recog- 
nized by  anyone  who  considers  the  circum- 

exceedingly  conservative  one. 
Hut   it   we  add  to  these  sums,  respectively 
150  millions  and  190  millions,  to  our  estimates 
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for  debt  and  war  pensions,  viz.  465,  we  reach 
the  total  of  805,  or,  for  convenience,  say  800 
millions.  And  even  this  makes  no  provision 
for  tnany  important  tasks,  such  as  improved 
transport,  electrical  development,  etc.,  which 
will  almost  certainly  demand  large  initial 
expenditure  from  the  State. 

§  2.  The  early  and  considerable  reduction 
of  the  war-debt  therefore  presents  itself  as  a 
financial  problem  of  immediate  urgency.  To 
its  solution  several  proposals  have  been  made 
in  the  nature  of  a  levy  upon  the  body  of  ex- 
isting wealth  or  capital.  If  no  such  emergency 
step  is  possible,  we  are  confronted  by  a  situa- 
tion which  will  oblige  us  to  raise  the  income- 
tax  and  death-duties  to  a  far  higher  level  after 
the  war  than  the  highest  point  of  war-taxation. 
For  even  if  the  lowered  excess-profits  duty, 
essentially  a  war  tax,  is  retained,  its  yield  must 
be  very  largely  reduced,  and  the  aggregate  yield 
of  tax-revenue  from  all  present  sources  will  show 
a  very  considerable  deficit,  even  if  a  most  con- 
servative policy  is  pursued  by  the  Government 
in  regard  to  all  new  committals. 

Now,  is  there  any  reasonable  ground  for 
anticipating  that  ordinary  taxes  will  be  more 
productive  in  1920  than  in  the  last  year  of 
war,  when  the  total  revenue  from  all  sources 
amounted  to  889  millions,  towards  which  tin- 
excess  profits-tax  contributed  285  millions  ? 


on:  n\  \\<  i  \i    i. MI  i 
Possibly  n.  .mish  a 

were    thru  1\    dropped.    MK  h    d«-j 

ot   lisin-j  iiHomr  as  would  havr  l>rm  brought 

under    this    tax    would    tln-n    l>< 

income-tax  and  -u}»<  •  Allow  20  millions 

(or  tli«-  id  80  mill;  :    thr  1 

rise  in  ordinary  tax-revenu  re   will 

remain  a  d<  m«»iv  than  i;>o  milli* 

shall  be  forced  to  face  the  al 

\e  courses  of  raising  the  income-tax 

a  duties  above  the  high  level  of  war-time 

^f  the  size  of  the  war  debt   by  a 

special  levy  upon  property.     Another  alterna- 

that  of  cutting  down  to  a  large  ex 
'ivil  and  military  expenditure,  must  be  ruled 
«Mit    as    impracticable.  ugh   more   ca: 

admim  linance  can  make  consider- 

able reduction-  in   thr  stalls  and  other  costs 
of   civil    dependents,    it    cannot    u  holly    stay 
growth    of    expenditure    demanded    by 

ased  efficiency  of  Government  in  e 
modern  state.  Nor  is  there  any  remarkable 
expectation  that  for  some  years  to  come  t In- 
state of  the  world  will  be  such  as  to  bring 
about  in  this  country  a  reduction  of  expendi- 
ture laments  below  the  pre-war  level. 

Indeed,    to   place   the    deficit    for    1920   at 
100    million^    is    really  eedingly 

ttive   rstnnatr       1  MI    it    assuim  the 
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,u  titiciallv  swollen  piii  <-s  ;m<l  money  increases 
of  \viti-iinu'  will  be  retained  in  peace-time, 
or  will  be  compensated  by  enhanced  pro- 
duitivity  of  industry  and  commerce  on  a  not 
much  reduced  price  basis.  Now,  though  it 
is  pretty  certain  that  high  incomes,  so  far  as 
they  are  the  natural  expression  of  high  ]>< 
will  remain,  it  is  likely  that  there  will  be  great 
difficulties  in  maintaining  tin  lull  employ- 
ment and  the  high  productivity  of  war-time, 
for  reasons  in  part  financial  and  industrial, 
in  part  political.  In  assuming,  therefore,  that 
income-tax,  and  super-tax  with  the  other  minor 
contributions  from  customs  and  excise  and 
other  '  business '  success,  will  remain  at  as 
high  an  aggregate  as  in  the  last  year  of  war, 
I  am  taking  a  perhaps  unduly  favourable  view 
of  the  revenue.  But  even  so,  there  remains 
this  deficit  of  100  millions.  If  it  had  to  be 
met  by  income-tax  and  death  duties,  con- 
tributing proportionately  as  now,  some  95 
millions  more  must  be  got  from  income  and 
super-taxes.  Since  the  yield  of  these  taxes  for 
1918-19  was  290  millions,  an  increase  of  at 
least  one-third  would  be  required.  In  other 
words,  the  normal  6s.  on  unearned  incomes 
would  be  raised  to  8s. 

Professor  A.  C.  Pigou  writing  in  the  Economic 
Journal  of  June  1918,  makes  a  more  unfavour- 
able computation  of  the  post-war  situation. 
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He  holds  that  the  needed  i<  ih< 

•vill    amount    to    800    milli' 
allowance    for    increased   expenditure   on 
new  social-t  ic  policy),  and.   t.ikin- 

1917-18  ba.s;  .«-  and 

estimate*   that   "except   so   far  as 
dnti.-s      .lie     iini)osed  —  and     broadly 
speaking   other    dutir*    hamper   and    interfere 
with    produ*  uore    than    tin-   income-tax 

does  —  it  would  seem 

tax  and  super-tax,  which  yielded  £239  millions 
in  1917-18  will  have  to  be  raised  permanently 
to  double  the  rates  \\hi<  h  then  ruled."  The 

:  hi>  judgment  is  given  in 
following  table  which  I  may  here  adopt  as 
approximating  l  airly  closely  to  the  situation 
expressed  in  my  own  computation  based  on 
the  higher  tax  and  revenue  yield  of  the  year 
1918-19.  If  the  1917-18  rate  of  income-tax 

re  doubled,  so  as  to  meet  the  requirem< 
of  the  revenue, 

Incomes  of         £500  will  pay     3/9  in  the  £  —         /Q3  leaving      £407 
/i.ooo 

/2.000 


£3,000 
£5,000 

1  1  0.OCK' 

£75,000 
£100,000 


5/-        , 

•       .-       £250 

£750 

7/4        , 

-       £733 

£1,267 

8/8 

-   £1,083 

IO/-           , 

-    £1,500 

£i,5<*> 

1  1/3        , 

-   £',*95 

13/1        , 

-    £6,541 

£3.459 

«  5/8 

-£«3,500 

£6,500 

-  £60,624 

n,366 

16/7 

-£82,916 

£>7,o84 

1 


who,   rxaminin.  table,  con- 
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Centrate  their  attention  upon  tin-  relatively 
large  incomes  remaining  to  the  rich  after  tin- 
State  has  taken  its  increasing  slice,  may  be 
disposed  to  approve  this  method  of  raisin g 
the  required  revenue,  on  general  grounds  of 
equality  and  utility.  The  £10,000  man  can, 
they  will  say,  easily  afford  the  sacrifice  of 
£6541,  for  the  remainder  will  still  enable  him 
to  live  not  merely  in  comfort  but  in  luxury. 
Why  should  not  the  £ioo,ooo'er,  whose  swollen 
income  is  evidently  the  fruit  of  monopoly, 
give  up  nearly  £83,000  ?  The  remaining 
£17,000  will  satisfy  all  but  his  most  extravagant 
tastes.  At  any  rate,  there  is  a  double  gain 
in  attaching  these  high  incomes.  The  revenue 
is  benefited  and  productive  power  is  diverted 
from  luxury  trades  to  useful  employment  by 
this  reduced  expenditure  on  superfluities. 

But,  while  agreeing  that  the  necessary 
revenue  must  be  got  out  of  the  well-to-do 
with  large  ability  to  pay,  we  must  ask  our- 
selves whether  this  is  the  best  and  safest  way 
of  trying  to  get  it.  For,  if  the  attempt  to  get 
it  were  met  by  a  refusal  or  an  inability  to 
produce  it,  it  would  be  best  to  try  « another 
way.  Now,  there  are  reasons  to  believe  that 
some  motives  or  incentives  needed  to  bring 
these  high  incomes  within  the  reach  of  this 
taxation  would  be  seriously  impaired  by  so 
sudden  and  large  an  increase  of  the  graduated 
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income-tax  tin 

normal  rat«  '-    1<  \«  1  ,.t   1918  to  nm 

ofessor  RK  >s.  level,  would 

a  small  proportion  ot  tin-  ^ain 
the  higher  increnn  ir  DM   to   the  re- 

nts as  to  make  it   probable  that   many  of 
them    would    \\ithhold    tin-    :  raining 

tin-in.     Profe>     :    1'igou  puts  it   tlm 

i  effort  which  raises  an  income  from 
£2500  to  £3000  would  be  mulcted  of  no  less 
than  IDS.  8d.  in  the  £;  that  which  raises  one 
iiom  ',,9000  to  £10,000  of  i6s.  2d.  ;  from 
£16,000  to  £20,000  of  i6s.  i  id.  ;  from  £30,000 
to  £40,000  of  17$.  ;  from  £75,000  to  £100,000 
[79,  It  seems  impossible  to  doubt  that 
these  tremendous  rates — tremendous  even  on 
additions  to  relatively  l»\v  hnmms — must 
clearly  check  enterprise.  Tin-  Lrain  left  as  a 
reward  for  success  in  risky  undertakings 
would  be  so  small  that  many,  who  would 
;wise  h  ntured  out  of  the  beaten 

track,  will  no  longer  think  it  worth  while  to 
do  so."  K\vn  it  our  reformed  graduation 
were  applied  so  as  to  reduce  the  taxable 
for  tin  lower  as  compared  with  the  higher 
incomes,  the  main  difficulty  would  remain. 
Indeed  a  new  difficulty  would  be  added.  For 
a  graduated  curve  which  should  sensibly  re- 
lieve the  lower  at  the  expense  of  the  higher 
incomes  would  probably  reach  2os.  in  the  £ 
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before  the  highest    income  level  was  tap; 
Even  my  own  proposed  rate  of  8s.  would  in 
a   scientific    graduation    approach    tin     same 
i'  Milt  in  the  highest  incomes. 

We  need  not  overstress  the  difficulty. 
Some  critics  will  deride  the  suggestion  that 
any  really  productive  effort  is  required  from 
the  recipients  of  these  high  surplus  incomes. 
A  landowner  will  take  the  highest  ground  rent 
his  economic  opportunties  permit,  even  if 
195.  in  the  £  of  the  rent  were  taken  from  him 
in  taxation.  So  with  the  big  proprietor  or 
shareholder  in  businesses  whose  monopoly  or 
quasi-monopoly  enables  them  to  earn  great 
sin  plus  profits.  The  '  effort '  involved  in 
earning  the  highest  increments  of  this  profit 
will  be  incurred  not  by  the  recipients  of  the 
surplus,  but  by  the  management  and  labour 
whose  remuneration  will  be  calculated  to 
sustain  this  '  effort '  and  will  not  be  '  mulcted  ' 
by  the  high  taxation.  Provided  that  the 
directorate  and  managerial  staff  have  some 
real  interest  in  making  the  business  as  pro- 
fitable as  possible,  a  very  small  share  of  surplus 
profits  is  required  to  furnish  sufficient  motives 
to  the  saving  public  to  subscribe  all  the  capital 
that  is  needed.  To  some  considerable  extent 
these  considerations  reduce  the  danger  which 
Professor  Pigou  fears.  Large  incomes  which 
are  entirely  unearned,  in  the  sense  that  no 
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productive     effort       dfaactari          manap  -ii.il. 

itory,   -  tli    by 

making     i  tin- 

st   demands   of   taxation.  the 

othri    hand,   where  even  a  modern  ami 

tun  or  sacrifice,  <>i    risk 
velvet  I  in  tin-  the  higher  increi. 

ot  boom  it  some  reasonable 

prop-  «>t    tli.it    inroinr    muM    be  secured 

as  n»  t  personal  g.»  those  called  upon  t«» 

isr   the  effort,   undergo  the  sacrifice,   or 
i-k.     It   i>  not  a  question  of  ideal 
justice,  or  of  the  relative  importance  of  tin- 
money  to  the  private  owner  and  the  Statev 
A   great   deal   of   the   economic   force 
extorts   very   hii^li    payments   from   the    con- 
suming public  from  the  goods  or  services  it 
supplier  the    disposal    of   clear-headed 

biiMiios    oi    professional  men,  who    plan 

i  into  productive  and  socially  useful 
channels.  They  can  demand  extraordinarily 
high  ivmiiiH-i.i  ff  thi>  skilled  initiative, 

organi/ation.  and  direction,  which  does  involve 
the  expenditure  of  time,  effort,  and  sometimes 
mental  drudgery.  Though  this  rate  of  re- 
muneration i-  often  grossly  in  excess  of  what 
they  would  be  willing  to  take,  unless  they 
received  they  would  regard  as  a  sufficient 

rewa  Id  not  give  their  best  care 

and    judgn;  the    IHIM;.  In    a    v. 
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for  such  high  increments  of  income  there  must 
be  a  limit  <•!'  taxability. 

The  same  consideration  is  appli<  al>lr  to  tin 
'  sacrifice  '  of  saving  among  those  grades  of 
savers  where  the  act  of  '  saving  '  is  a  conscious 
calculation  between  present  and  future  ad- 
vantages. An  income-tax  of  8s.  or  los.  in 
the  £,  rising  to  come  175.  in  its  highest  reaches, 
would  undoubtedly  reduce  the  proportion  of 
saving  and  investment  'to  spending.  Though 
the  portion  of  an  income  that  was  spent  would 
have  to  pay  the  same  rate  of  taxation  as  that 
which  was  saved,  spending  would  be  stimulated 
and  saving  repressed.  For,  while  the  full 
present  enjoyment  would  be  got  from  the 
fixed  portion  that  was  spent,  the  future  en- 
joyment from  the  taxed  income  that  was 
saved,  would  be  reduced  by  the  further  con- 
tinuous taxation  of  the  interest  it  earned. 
This  consideration  would  have  less  force  in 
restraint  of  savings  on  the  higher  incomes, 
in  spite  of  the  higher  rate  of  taxation,  than 
on  the  moderate  incomes.  For  a  very  large 
proportion  of  the  savings  of  the  very  rich  is, 
as  we  have  already  recognized,  an  almost 
automatic  accumulation  of  surplus  income  after 
a  high  habitual  standard  of  personal  expendi- 
ture has  been  provided.  But  for  moderate 
incomes,  subjected  to  higher  taxation  than 
fcas  been  customary,  and  with  a  smaller  pro- 
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portionate   margin   of    Mirplu>.    the   enh.i 
taxation    will    .nt.iinlv   dimr  -vin^.      Tin- 

net  effect,  thn.  tnre,  of  a  greatly  raised  income- 
tax  upoi  .n  important  kinds  ni  directorial 
and  ntln-i  m.  ntal  produ  and  upon  tin- 
proportion  of  saving  to  exp<  of  pn 
incomes,  will  be  injuriou  1  this  be  so,  the 
injurious  effects  will  !><•  rxhibitrd  in  a  reduced 

during  subse<j  cars, 

or  what    miMunts  to  the  same  tiling,  a  reduced 
pace  of  industrial  progress,  with  a  dama 
reaction  upon  the  taxable  body  of  wealth  and 
the  public  ie. 

§  3.  The  amount  of  such  damage,  however, 
is  not  gauged  by  these  immediate  reaction-* 
on  the  productive  effort  of  our  people.  A 
ng  of  our  income-tax  to  8s.  or  los.  would 
have  other  bad  reactions  upon  our  financial 
and  commercial  position  in  the  world.  The 
London  money  t  has  hitherto  been  tin- 

place  where  most  great  enterprises  all  over 
the  world  have  had  their  financial  origin. 
That  has  been  due  to  the  fact  that  the  quantity 
of  capital  there  available  for  investment  and 
for  other  financial  operations  has  been  so 
large  as  to  attract  to  itself  great  resources 
from  other  rich  countries  for  convenient  and 
profitable  handling  in  a  common  centre. 
4  Bill  on  London/  the  free  ma  -old, 

and  the  certai:  ;>e  large 
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sums  of  money  more  cheaply  and  easily  in 
London  than  elsewhere,  laid  a  solid  basis  of 
financial  confidence  which  has  been  ex- 
ceedingly profitable  not  merely  to  our  finance 
but  to  our  foreign  commerce  and  national 
industries.  For  a  very  large  proportion  of 
the  loans  and  investments  financed  in  London 
has.  gone  out  in  the  shape  of  export  goods  to 
L,rn  countries.  Now  any  considerable  rise 
in  the  taxation  of  interest  upon  capital  raised 
in  this  country  would  strike  a  dangerous 
blow  at  this  profitable  business.  For  in  order 
to  induce  foreign  investors  to  subscribe  to 
companies  floated  in  London  for  railway  de- 
velopment in  Argentina  or  China,  or  for  mining 
operations  in  Russia,  it  would  be  necessary  to 
promise  rates  of  interest  far  exceeding  the 
highest  pre-war  limits,  so  as  to  secure  to  them 
even  a  moderate  taxed  return  for  their  capital. 
Can  it  be  doubted  that  under  such  circum- 
stances the  bulk  of  our  financial  business  of 
this  order  would  pass  to  New  York  \vh<n 
capital  was  available  on  easier  terms,  and  that 
the  stream  of  profitable  commerce  would  follow 
the  shift  of  financial  supremacy  ?  For  America 
will  be  under  no  necessity  to  raise  her  income 
taxation  to  our  level.  Already  she  has  opened 
effective  competition  for  financial  and  com- 
mercial hegemony  in  South  America  and  the 
Pacific,  while  her  growing  population  and 
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rapid    manufacturing   development    force   her 
to    sulMimtr    to    an    ever-increasing    ex 

<-d  goods  for  food  and  raw  materials 

in  hn  rxjM.it  trade,      i  h  int. -rest  charges 

in  ti  ^ecure  a  minimum 

necessary  r<  upon  fn->h  ted  caj 

would  so  raise  the  cost  Oi  m<l  th«- 

•d  good 

tin-  in.ukrtN  ,,i  th<-  win  Id,  as  t  .e  it  ex- 

ceedingly dit  tic  ult,  in  COO]  with  America, 

to  pay  for  the  imports  necessary  to  feed  our 
popul.it inn,    and    t"uini>h     materials    for    our 

<'S. 

§4.  To    si  ur    post-war    industrial    lii< 

with  this  crippling  burden  of  nearly  400  millions 
taxation  for  interest  and  sinking  fund  upon  tin- 
debt  would  be  calamitous.  Any  sober 
luisinrss  man,  confronted  with  such  a  situation 
in  his  nwn  affairs,  would  feel  impelled  to  make 
the  earliest  and  fullest  effort  to  reduce  the 
burden  of  his  obligations  and  to  restore  his 
credi  i  if  he  had  to  sacrifice  some  of  his 

snund  holdings  in  order  to  do  so.  A  joint 
stock  company  or  corporation,  plunged  into 
heavy  indebtedness  by  some  unforeseen  emer- 
gency, would  endeavour  to  induce  its  share- 
holders to  make  an  early  effort  to  get  on  to 
a  sound  financial  basis  again.  Is  a  State, 
regarded  as  an  economic  entity,  reliev 
the  obligation  to  follow  this  j  course, 


160   TAXATION  IN  THE  NEW  STATK 

because  the  bulk  of  its  debt  is  held  by  its  own 
citizens  and  involves  a  transaction  by  whirh 
annual  payments  are  collected  from  the  body 
of  its  taxpayers  to  be  handed  over  to  a  more 
select  number  of  these  taxpayers  who  are 
creditors  ?  I  claim  to  have  presented  a  prim  a 
facie  case  to  the  contrary  by  indicating  the 
dangers  and  difficulties  of  collecting  so  great 
an  annual  sum  through  the  chief  channel  of 
our  revenue,  the  income-tax. 

But  it  must  not  be  forgotten  that  no  incon- 
siderable part  of  our  debt  is  held  by  foreigners. 
Though  no  exact  figures  are  available,  financial 
experts  set  the  aggregate  of  our  foreign  borrow- 
ing, inclusive  of  sales  of  foreign  securities 
entrusted  to  our  Government,  at  something 
like  1500  millions.  This  does  not  include  the 
very  large  sums,  withdrawn  early  in  the  war 
from  financing  foreign  trade  operations  in 
various  parts  of  the  world  and  applied  to 
finance  the  needs  of  our  Government.  Nor 
does  it  include  the  large  sales  of  foreign  securities 
effected  by  private  owners  in  this  country  for 
conversion  into  money  for  subscriptions  t<* 
war  loans.  The  net  effect  of  these  financial 
operations  will  probably  be  to  reduce  our 
aggregate  foreign  holdings  by  something  like 
2000  millions  and  to  create  a  positive  indebted- 
ness of  another  1000  millions.  Now  this  would 
signify  a  disturbance  to  our  balance  of  foreign 


on;   i  i\  \\t  I  \i.  EMERGENT  \ 

le  amounting   to  at   l<-a>t   150  millions  per 

annum.      I:.  :cl>,  if  WC  OTC  to  mail 

cm  aecetsa  ;»lir*  of  imported  goods 

shall,   l>y  reason  01  iiiniiiisln-d  intnv 

;n    in  and    «  interest 

>ns  on  our  foreign  borrowings,  be  com- 
pelled to  increase  our  export  trade  by  at  least 
eft.     And  tl  lo  at  a  time 

1  prices  of  the  goods  wr  import, 
foods  and  i  Is,  will,  by  the  circumstances 

ild  -Imita-'  .  Mind  for  years  to  come 
ice  level  than  the  manufactures 

It  i>  true  that,  as  V 

Miov.  M-lling  price  of  our  manufactured 

goods  must,  for  internal  trade  at  any  rate,  be 
raised  by  reason  o  liigh  rate  of  interest, 

and,  \vr  may  add,  tin-  huh  money  wages  of 
labour.  But  for  export  trade,  we  shall  have 
to  sell  at  prices  determined  by  the  competition 
s  less  hampered  than  ourselves  by 
these  increases  in  cost.  This  necessity  of 
1  dumping '  our  goods  in  foreign  market 

r  to  pay  for  our  necessary  imports  will  be 

fraught  with  new  risks  to  our  people.     For  it 

will  oblige  all  our  exporting  trades  to  organize 

iselves  as  strongly  as  possible  so  as  to 

rain  the  prices  in  the  home  market  at  a 

high   enough   to   support   the   dumping 

policy   abroad.     In   order   to   do   this,    there 

would  be  a  specious  case  for  keeping  out  foreign 
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manufactures    from    our    markets,      In    other 

:ds,    the    establishment    of    tarin -protected 

and  subsidized  trusts,  cartels  and  combines, 

ild  be  an  almost   inevitable  result  of  the 

financial  and  commercial  pressures  generated 

by  the  burden  of  war  indebtedness. 

§  6.  There  is  only  one  way  of  avoiding  these 
perils,  viz.,  by  an  early  and  drastic  reduction 
of  our  national  debt.  The  policy  of  debt 
redemption  is  admitted,  and  all  State  financiers 
propose  some  sinking  fund  for  the  purpose. 
But  if  this  sinking  fund  is  operative  in  slow 
process  over  forty  or  fifty  years,  the  financial 
situation  in  the  early  years  of  unsettlement 
following  this  war  will  be  fraught  with  all  the 
perils  I  have  described.  The  only  means  of 
safety  is  the  enlargement  of  this  sinking  fund 
to  such  a  size  as  to  furnish  immediate  or  early 
relief.  To  establish-  a  sinking  fund  which 
would  at  once  reduce  the  total  indebtedness 
by  one-half,  leaving  the  rest  of  the  debt  to 
the  slower  process  of  redemption,  would  greatly 
ease  the  situation.  If,  by  a  levy  upon  the 
capital  wealth  of  our  people,  we  could  reduce 
the  debt  now,  or  at  an  early  date,  from  7000 
millions  to  3000  millions,  the  present  rate  of 
taxation  might  enable  the  Government  to 
meet  its  necessary  expenses,  instead  of  being 
confronted  with  an  annual  deficit  of  over 
100  millions.  For  the  reduction  of  interest 
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md  thu>  ;u  hirved  would  am 
to  nearly  200  uiilli«.i.  \vuuM  M-rm  in 

wipe  out  the  defic  some  100  millions 

Miiplu>   in   hand.    The  actual  position,   how- 
1  not  be  so  favourable.     For  if  this 
reduction  <»t  the  debt  was  achieved  by  a  ca 
levy,  tl  i>st  upon  the  capital  aken 

1  no  longer  figure  in  th«    annn;il  income 
subject  to  •  n,  wliilr  tin-  values  pa 

.ith  <lutir>  would  also  be  reduced. 

ln'th  sources  of  annual  revenue  would 

suffer  a  reduction  \vhi<  h  must  be  ukm  into 

account  in  considering  the  net  economy  of  the 

levy.    The    exact    amount    of    the    reduction 

ot  be  ted.     For  the  latest  official 

ivturns  do  not  enable  us  to  know  what  pro- 
portion of  the  yield  of  the  income-tax  is  from 
rents  and  dividends  and  interest.  Earlier 
Reports,  however,  give  the  yield  for  such 
unea  icome  at  approximately  three-fifths 

of   the    whole.     Allowing   for    t  ightened 

iminution  against  unearned  income  in 
budgets,  this  proportion  may  reasonably  be 
raised  to  two-thirds.  Thus,  according  to  the 
yield  from  unearned  income,  two-thirds  of  the 
net  yield  from  income-  and  super-tax  for  1918-19 
(amounting  to  290  millions),  we  should  get  a 
figure  just  below  194  millions.  Next,  taking 
the  aggregate  capital- values  in  this  country 
susceptible  to  taxation  at  16,500  millions  (a 
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figure  from  \\hidi  we  shall  find  a  large  amount 
of  support),  we  penvivr  that  a  levy  of 
3,500,000,000  amounts  to  between  one-fourth 
and  one-fifth  of  the  aggregate  wealth.  On 
this  basis,  the  loss  in  yield  of  income-tax,  on 
account  of  the  capital  levy,  would  be  between 
49  millions  and  39  millions.  Put  it  at  45  millions 
and  add  a  proportionate  amount  of  4  or  5 
millions  for  the  reduced  yield  for  death  duties, 
and  the  figure  reached,  say,  50  millions,  would 
still  leave  a  small  surplus  in  hand  upon  the 
basis  of  a  retention  of  the  present  rate  of  income- 
tax.  A  levy  of  some  3500  millions  would,  in 
a  word,  save  us  from  the  dangerous  alternative 
of  raising  in  peace  time  the  rate  of  the  war 
income-tax. 


CHAPTER    II 
A  LEVY  ON  WAR  MADE  WEAUII 

j  i    'TTMIERE  a  •  proposals  for  a  levy 

L   up'  the  purpose  of  reduc- 

ing tin-  l>u:  indebtedness  which  deserve 

consideration.      Tin-    lir-t    would   confine   the 
new  capital  values  created  in  the 
•d  of  the  riio  general  argument  is 

lie  effect  that    tliis  increase  of  wealth  is 
:  in  ably  due  in  its  origin  to  war  conditions, 
>tiim  in  tin    main  of  squeezes  and  wind- 
falls, the  product  c  iceds  and  war  extra  va- 
cs.    Originating  in  this  manner,  much  of 
this   enlarged   capital    has   escaped   taxation, 
though  the  income  it    furnishes  is  taxed.     It 
has  a  large  ability  to  pay,  and  a  post-war  levy 
made  upon  it              ffect  a  correction  of  the 
iinan<  ial  nr^'li-           ud  error  \vhi<-h  permitted 
this                          ith  to  come  into  the  posses- 
sinn                OWHer.      It    i-  rmitendrd   that,   at  a 
time    \vh.-n    war    rlaii;  >m  every  one    his 
'•s,   such   profits   ought   not   to 
i>eni  i             md  that  having  been  ir. 
lit  to  be  reclaimed  by  the  State,  which 
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could  thus  remedy  in  part  the  injuries  caused 
by  its  loose  war-finance. 

The  brunt  of  this  contention  is  contained  in 
its  assertion  of  the  magnitude  of  what  is 
termed  war-profiteering.  Now,  while  it  is 
common  knowledge  that  great  fortunes  have 
been  made  during  the  war  by  various  business 
firms  and  speculators,  no  close  computation 
of  the  aggregate  of  such  profiteering  is  avail- 
able. If  any  special  levy  were  to  be  placed 
upon  it,  the  first  step  would  necessarily  be 
the  appointment  of  a  Commission,  with  auth- 
ority to  examine  the  accounts  of  businesses 
and  individuals  whose  incomes  showed  a 
prima  facie  case  for  the  existence  of  war-made 
capital,  and  to  make  a  valuation  of  their 
pre-war  and  post-war  properties,  so  as  to 
ascertain  the  amount  of  this  war-profiteering, 
with  a  view  to  its  assessment  for  the  special 
levy. 

Over  a  great  part  of  the  business  field  no 
considerable  difficulty  would  be  encountered. 
For  the  large  war-gains  are  for  the  most  part 
registered  in  the  increased  value  of  the  shares  of 
public  companies.  The  biggest  profiteers  are 
to  be  found  in  those  trades  which  have  passed 
through  the  stage  of  private  businesses  into 
that  of  joint  stock  companies  with  listed 
securities.  The  records  of  the  war  departments 
have  already  revealed  a  number  of  scandalous 
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examples,  and  closer  investigations  made  by  a 
Commission  with  full  powers  to  call  for  accounts 
wouM  inak.  iuith.r  important  disclosures. 
Now  that  almost  all  inc<  payers  are 

required  to  disclose  tin  ii  incomes  from  all 
sources,  it  should  be  possible  for  the  Income- 
Tax  Com:  icrs,  by  the  closer  scrutiny 

needed  for  ot  urposes  of  tax  reform,  to 

i?  great  assistance  to  the  valuation  of  capital 
needed  for  the  levy. 

§  2.  As  regards  the  aggregate  quantity  of 
such  v  le  wealth  and  the  amount  made 

by  certain  trades,  we  may  cite  certain  facts 
and  figures  in  order  to  establish  a  prima  fa 
ground  for  supposing  the  quantity  to  be  so 
large  as  to  be  capable  of  making  a  sensible 
reduction  in  ir-debt,  if  half  of  it  could 

be  recovered  by  a  levy. 

Before  the  war  the  annual  aggregate  savings 
of  the  nation  were  generally  computed  at  some 
400  millions  available  for  investment  at  home 
or  abroad.  Sometimes  they  were  put  at  the 
higher  figure  of  500  millions.  About  half  of 
these  savings  were  put  into  public  Companies 
or  Government  or  Municipal  loans,  in  this 
country  or  abroad.  The  other  half  were  pre- 

mably  absorbed  in  private  business  under- 

kings.     Now  the  testimony  furnished  by  the 
i  ords  of  savings  put  into  the  former 
class  of  investments  deserves  atunti"ii. 
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subscriptions  of  '  New  Capital '  during  recent 
years  are  as  follows  : — 

1912  ....  £210,850,000 

1913  .  196,537,000 

1914  .  512,522,600 

1915  ....  685,241,700 

1916  .  585,436,400 

1917  .           .  1,318,596,000 

1918  .           .  1,393,381,400 

These  figures  do  not  include  Government 
borrowing  in  the  form  of  Treasury  Bills,  nor 
do  they  take  account  of  distributions  of  bonus 
shares.  Now,  though  the  great  bulk  of  the 
national  savings  during  war  time  has  of  course 
gone  into  war  loans,  there  is  no  reason  to 
doubt  that  as  much  money  as  usual  has  been 
'  put  back  into  private  businesses/  much  of 
it  indeed  escaping  taxation  as  income.  When 
the  quantity  of  outstanding  Treasury  Bills 
and  other  floating  debt  (some  1400  millions 
at  the  close  of  the  financial  year)  is  taken 
into  account,  we  have  prima  facie  proof  of 
new  capital  coming  into  existence  during  the 
war  amounting  to  a  figure  of  not  less  than 
6900  millions.1  Allowing  for  the  transfer  of 
money  from  the  sale  of  foreign  investments 
and  for  contributions  to  our  War  Loans  from 

1  For  footnote,  sec  note  i,  page  169. 
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:^n  sou  ount  of  new  savings 

in    this   rniintrv   dining   the   war   can 

hardly  be  less  than  5000  millions,  exhibiting 

an  increase  aim  mm  ing  to  treble  the  pn 

rate.1    It   is  impossible  to  impute  any  large 

propoiti'.n  of  this  i IK  leased  saving  either  to 

the    undoubted    economy    of    t 

classes  in  personal  expenditure,  or  to  the  new 

ngs  of  a  considerable  section  of  the  wage 

earners.     It  is  certain  that  several  thousand 

millions  of  the  money  income  '  saved  '  during 

the  \  (\  mostly  capitalized  in  loans  to  the 

rninent ,  represents  swollen  profits  obtained 

from  business  pulls  or  other  advantages  attribu- 

"nditinns. 

§  3.  Shipowners  and  shipbuilders,  munition 
and  other  engineering  works,  mine-owners, 
contractors,  controlled  or  free,  supplying  war 

1      WAR  BORROWINGS       HONAL  DEBT. 

(St*ti*l)  Afrit  3,  1919. 
War  Loan*.  NttioMl  D*t 


-.SJj.ooo  5,785.798,000          6,»4V,7*o,ooo 

:       a:.    r.  I»r    i  ,94.000  1,395,610,000  1,411,971,000 


1,780,846,000      7,181,406,000      7.651,700,000      5,871,854,000 

95.119,000  3i7.SiS.ooo  95.ai9.ooo 


Not  Total  .,685.6*7,000        6,863,893,000        7,557.481.000         $.1 

August  i,  1914.  .        6SM70.000 

IncratM  since  1914     .     6,905,111,000 

•  5000  millions  is  the  figure  adopted  by  Di  imp  as  the 

net  addition  to  individually  owned  capital  daring  the  war  period 
Sec  Economic  J ount  ,18. 
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stores  of  food,  clothing,  etc.,  to  the  Govern- 
ment, brewers,  farmers,  bankers,  have  made 
enormous  gains,  either  directly  from  the 

h  prices  paid  by  the   Government,  or  by 
squeezing  the  consumer  under  war  conditions. 
To   these   must   be   added   innumerable   other 
minor    profiteers     taking    advantage    of    war 
shortages  to  raise  prices  to  extravagant  heights 
on    pretexts    of    dear    materials    and    labour. 
Several    reports    of    Government    Committees 
reveal   the   huge   profiteering   done   by   many 
business  firms  in  their  dealings  with  the  Govern- 
ment, especially  with  the  Ministry  of  Munitions. 
But  careful  analysis,  were  it  possible,  would 
probably  show  that  the  biggest  aggregate  of 
profits    were    made    by    shipowners,   brewers, 
farmers,  and  bankers.     No  published  accounts 
give    any    true    notion    of    their    dimensions, 
which  are  concealed  by  various  devices.     The 
case  of  shipowners  is  particularly  flagrant  and 
has  been  brought  before  the  public  by  state- 
ments of  Sir  Leo  Chiozza  Money,1  whose  official 
position   as   a   Secretary   to   the    Ministry   of 
Shipping  gives  authority  to  his  revelation. 

"  In  the  first  two  years  of  the  war  the 
net  profits  of  British  shipowners  came  to 
about  £300,000,000.  In  the  same  time  the 
capital  value  of  British  ships  rose  by  another 
£300,000,000."  In  respect  to  ships  sunk  by 

1  The  Herald,  Jan.  4  ;  cf.  also  The  Times. 
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tin-   <  nemy,   Sir    l.<-o    n  us    that   '"  the 

Go\  1  nut   t«»  shii>owners  the  war 

e   of   ship>,"    thus    con          .£   into   cash 

It  i    important 

to  realize  that  the  bulk  of  the  pr«  re 

in.!.  as   ino.in'-   and 

contributed  a  y  to  war  taxation  either 

or  excess-pro  i 

tax.     They  v  addition  to  capital  values 

!<  mtircly  to  high  freights  and  sink- 
ings. These  huge  fortunes  of  shipowners  came 
out  of  tin  misfortunes  of  war. 

Bank  profits  are  more  obscure.  They  have 
been  chiefly  due  to  the  extravagance  and 
foolish  borrowing  policy  of  the  Government. 
For  the  Government  incited  bankers  to  inflate 
the  currency,  by  helping  to  create  large  volumes 
of  credit,  so  that  either  by  subscribing  large 
sums  themselves  to  war  loans  (e.g.  the  200 
million*  furnished  by  the  banks  to  the  1915 
loan),  or  by  advances  to  tlu-ir  customers  or 
to  insurance  companies,  enormous  masses  of 
sha  re  concocted  and  handed  o\ 

to  the  Government.  The  result  of  this  infla- 
tion (supported  by  the  Treasury's  own  '  printed 
money  '  in  the  shape  of  Treasury  notes)  was  a 
tease  in  prices,  in  money  incomes  and 
in  bank  deposits.  Thus  the  banks  made  a 
double  war-gain,  first  out  of  the  dangerou 
enlarged  credits  given  to  support  the  war 
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loans ;  secondly,  out  of  the  enlarged  deposits 
thus  brought  into  being  and  the  high  interest 
rates  at  which  those  enlarged  resources  could 
be  loaned.  The  aggregate  bank  deposits  at 
the  end  of  1918  were  approximately  twice  the 
amount  recorded  at  the  end  of  1913.  Here 
again  most  of  these  war  profits  have  been 
kept  out  of  income,  partly  by  putting  them 
into  reserves,  partly  by  hiding  them  in  an 
excessive  writing  down  of  securities,  tempor- 
arily depreciated,  which  will  recover  value 
when  it  seems  safe  to  realize  them.  The  size 
of  the  war  profits  of  the  liquor  trade  in  Great 
Britain  as  shown  in  the  rise  of  capital  value 
may  be  indicated  by  the  following  estimates 
for  the  first  three  years  of  the  war.  The 
"  Brewers1  Year  Book  for  1914  "  reckons  the 
capital  value  of  all  breweries,  distilleries, 
licensed  houses,  wines  and  spirit  trades,  etc., 
in  the  United  Kingdom  to  amount  to  240 
millions.  The  Report  of  the  Liquor  Trade 
Finance  Committee,  appointed  in  May  1917 
to  report  on  State  Purchase  and  Control,  put 
the  value  of  these  same  properties  at  the  close 
of  1917  at  the  figure  of  441  millions.  Since 
that  time  considerable  further  advances  of 
value  are  indicated  in  the  share  market,  in 
spite  of  the  widely-published  statement  of 
the  recommendation  of  the  Committee  that 
in  the  probable  event  of  State  Purch 
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the    1  ion     HUM     be    pre-war 

pro! 

The  case  <>f  tin-  l.m«i.-<i  Interests,  including 
owners  and  t  ,  deserves  a  separate 

wui  i      rhe  of   all    decently   capable 

»»f   tlic  coui.  ive 

to  uiih'  .try 

banker    kn«.\  y   rises   there 

0  rnntiil.iitit.il   t<»  the  in<  "nit-tax,  which 

;i  a  basis  of  assessing  profits  at 

tlu-    li.li.  ul"u>ly    l"\v    ti^un-    of    one-third    of 

tin-   annual    value.     Even    when    in    1915,    t 

basis    of   asse^nu-nt    \va*    raised    to    the    full 

u.  tl  \alur,  th<-  taxation  was  exceedingly 
l"v  yield  for  1916-17  amounting  to 

850,000.  Farmers'  profits  have  been  en- 
hdinvd,  not  only  by  the  fact  of  the  enormous 
rise  of  food  prices,  but  by  the  legal  prohibition 
upon  any  rise  of  rent  on  Miring  truants  which 
prevented  many  landlords  from  taking  most 
of  thr  increased  profits  in  hritjhtrned  rents, 
as  normally  they  could  have  done.  But  land- 
owners ha\«  by  no  i  failed  to  participate 

in  war  prosperity.  For  all  over  the  country 
tlu-y  ha\v  Urn  selling  land,  chiefly  to  their 
tenants,  at  piuvs  based  upon  the  inflated  war 

es  and  profits  guaranteed  by  governmental 
subsidies.  A  large  share  of  the  farmers'  war 
profits  havr  thus  passed  to  landowners  in 
lump  Minis  win  i  ranking  as  income, 
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are  not  subject  to  taxation,  even  the  land 
values  increment  tax  having  been  repealed  in 
thrir  favour. 

§  4.  A  great  amount  of  other  war-profiteering 
has  also  escaped  the  public  eye  and  the  income- 
tax  by  failing  to  figure  as  '  income  '  in  any 
stage  of  its  production.  Where  a  firm  doing 
war-work  has  been  making  extra  high  profits, 
it  has,  in  many  instances,  been  permitted  to 
apply  a  very  large  proportion  of  these  profits 
to  the  purpose  of  enlarging  its  plant  and 
extending  its  business,  instead  of  distributing 
it  as  dividend.  This  policy  continued  over 
several  years,  has  enabled  such  favoured  firms 
to  convert  income  into  capital  and  increased 
earning  power,  without  paying  any  tax  on 
such  elements  of  income.  The  profit  thus 
withheld  from  dividends,  and  reinvested  in  a 
business  operating  on  a  high  profit  level,  will 
necessarily  swell  the  size  of  the  reserve  until 
it  reaches  such  a  magnitude  that  it  is  deemed 
well  to  capitalize  it  in  the  form  of  '  bonus 
shares '  allotted  to  existing  shareholders 
either  for  no  cash  payment,  or  for  a  payment 
less  than  their  actual  market  value.  So  far 
as  the  distribution  of  '  bonus  shares '  re- 
presents extra  earnings  withheld  from  dis- 
tribution as  dividend  at  the  time  when  they 
were  earned,  it  merely  serves  to  conceal  from 
the  general  eye  a  part^pf  the  excess-profits 
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\\hi«  li  UK  ..II ,  .1  to  escape 

supci  u   tin-    tol  iares 

represent  growth  of  capital  value  due  to 
fin  tin  T  advances  of  price  and  profit  rates,  and 
based  upon  estimate  of  high  future  earning 
capacity  te  a  distribution  of 

I   wraith   which  apparently  does  not 
rank  as  income  or  contribute  t<>  taxation  at 
:e  cither  of  its  growth  inside  the  re- 
serve, or  oi  bution  among  the  share- 
holders.     Nor    is    this    growth    of    untaxed 
th  confined  to  these  cases.     It  applies  to 
all   cases   of  enhancement  of   capital  values, 
such  as  1  in  businesses  favoured 
by  war  conditions.     I  have  cited  the  case  of 
shipping.   Here  was  no  instance  merely  of  capi- 
ing  res«             ithluld  from  distribution  as 
lends,  but  a  continuous  automatic  gr« 
alues  of  ships  due  to  freight  conditions 
and    governmental    guarantees.    These    gains 
might   be  realized  by  shareholders  eitln 
the  shape  of  higher  dividends  from  exiting 
^hare>.  or  in  a  distribution  of  bonus  shares,  or 
in  a  preferential  right  to  purchase  new  si 
at  a  figure  below  their  estimated  market  price. 
If    the  shareholders   took    their   gain   in    the 
\,  it  would  represent  war  profit  upon 
h  income-  or  super-t  uld  be  incurred 
by  them.     But  if  they  took  their  war  gain  in 
bonus  or  new  shares,   they  would  incur  no 
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Mich  taxation  upon  the  sum  they  received, 
but  only  on  the  future  interest  paid  on  these 
new  holdings.  The  bonus  or  share  distribu- 
tion, when  it  is  made,  ranks  as  au  addition 
to  their  capital  but  not  to  their  income.  And 
yet,  if  desired,  it  can  be  converted  by  the 
shareholder  into  cash,  and  used  for  any  purpose 
of  expenditure.  During  the  war  immense  in- 
crements of  capital  value  have  thus  been 
created  and  passed  into  the  possession  of  the 
capitalist  classes,  contributing  nothing  to 
taxation,  even  when  they  are  realized  in  cash 
and  spent. 

This  share  distribution  is,  however,  only 
one  of  the  ways  in  which  this  untaxed  war 
gain  is  realized.  Where  no  such  distribution 
of  capital  increment  takes  place,  the  increased 
value  of  existing  holdings,  due  to  high  present 
and  prospective  dividends,  may  be  converted 
into  cash,  and  rank  as  effective  income  to  be 
spent,  by  any  shareholder  who  chooses  to 
sell  out.  For  the  cash  profit  of  such  selling 
does  not  rank  as  taxable  income,  unless  it  is 
made  in  the  regular  way  of  business  by  a 
financier  or  professional  speculator  in  some 
class  of  property. 

Large  masses  of  war-profits,  unearned  and 
untaxed,  have  within  the  past  four  years,  thus 
passed  into  the  possession  of  rich  and  fortu- 
nately-placed business  men,  to  be  retained  in 
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dr.  .    !><•    invr-trd    in    oth«-i     h; 

;ined  at  5  per  cent,  to  - 
Government,   or  to  be  spent   on   objects  of 
isonal  satisfaction      But    the  war-profit* 
r  does  n«»t   disappear   with   the   \ 

•var  has  1<  :<>n  in  possession  of 

and  valuable  properties  in  ipe 

of  ships,  factories,  buil< . 

v.-lii.  Irs  and  ores  of  ds  of  various 

Most   of  these   properties   have   been 

bought  by  tl  war  at  pro- 

if  they  are  being 

sold    back,    in    many   instances,   to   the    very 
linns  \vh<>  Mipplird  tlinn  to  the  Government, 
below  their  market  value.     The 
shipping,  enf:  .g  and  other  war-profiteers 

are  thu>  enabled  to  reap  a  second  harvest  as 

t  they  sold  dear  to  the 

nation  they  buy  back  cheap  from  the  nation. 
>econd  harvest  will  be  very  gainful. 
For  in  few  cases  will  the  profit  rank  as  in- 
come »  rofits  for  purposes  of  taxation. 
Me  will  accrur  to  the  purchasers  as  an 
addition  to  tlu-ir  capital.  Hie  shipping  and 
engineering  firms  which  buy  the  Government 
vessels  and  factories  will  pay  no  tax  upon  th 
profit  from  the  deal. 

§  6.   I  have  disclosed  four  principal  forms  of 
wai  which  have  tx  orporated  in 

12 
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capital  values  without  contributing  to  income- 
or  super-tax  or  excess-profits  tax  in  any 
appreciable  degree,  (i)  The  manufacture  of 
credit  by  bankers  and  finance  houses  operat- 
ing to  inflate  the  currency  and  raise  pi 
(2)  Extravagant  prices,  subventions  and  com- 
pensations paid  by  Government  to  piv 
firms  for  goods,  services  or  damage.  (3)  Ex- 
tortionate prices  exacted  from  consumers 
under  the  duress  of  war  conditions.  (4)  Pur- 
chase from  the  Government  after  the  war  of 
plant,  stocks,  etc.,  at  knock-out  prices.  Tin- 
fact  that  income-tax,  and,  in  the  later  war 
years,  excess-profits  tax  takes  some  consider- 
able share  of  the  increased  annual  income 
accruing  from  these  dealings,  does  not  dispose 
of  the  charge  that  war-gains,  hitherto  untaxed, 
have  added  several  thousand  million  pounds 
to  the  property  of  the  profiteers.  That  this 
mass  of  new  wealth,  due  to  war  scarcity  and 
risks,  and  obtained  at  the  expense  of  the  tax- 
payer or  the  consumer  by  a  comparatively 
few  rich,  powerful,  lucky  or  unscrupulous  men, 
should  have  contributed  little  or  nothing  to 
the  expenses  of  the  war,  is  widely  and  justly 
resented,  and  lies  at  the  root  of  our  present 
discontents. 

§  7.  It  is  no  adequate  answer  to  this  criti- 
cism to  urge  that  large  quantities  of  capital 
values  have  depreciated  under  war  conditions. 
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q*  under  an  ideally  equitable  government 

rum;  :ld     I*-     mad«-     for    MU  h    W3T 

I 

ami  mi  lemrnts  has  never  been  accompanied, 
in  any  State  finance,  by  « 

losses  or  decrenn  i  <•  accepted  attitude  is 

that  the  S:  ."uld   iai-<-  its  inrome  from 

soimvs  whnr  then-  is  ability  to  pay.      Now 

a  body  of  wealth  which,  coo 
its  <>:  magnitude  and  r 

has  a  very  liigh  ability  to  pay.     I  speak  of  the 

\\ralth  i  1)\   tin-  war  conditions, 

some  of  \vhirh  will  continue  to  accumulate  for 
years  to  come.    This  body  of  wealth  does 

No   doubt    thr    annual    inoni. 

rs  pays  income-tax,  and  the 
i     will  pay    d 

duties.    But  i  of  these  payments  meets 

our    reasonable    claim.     If    it    be    tn. 
300  millions  has  been  added  to  the  wealth  of 
shipping  companies   by   th<    war,   an  annual 
payment  of  the  six  or  eight  millions  represent- 
ing t  \  upon  the  dividends  of  this 

rged  capital  is  no  adequate  contribution 
t"  the  i  t  a  reasonable  ground 

mimmity,  that  in  the  course  of  the  next 
thirty  year*  it  will  all  pay  death  duties.  The 
critical  situation  of  our  finance  requires  that 

y  source  with  a  present  capai  pay 

should  now  be  tapped. 
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No  close  computation  of  the  aggregate 
amount  of  this  war-profiteering  is  yet  practic- 
able. Much  of  it  is  not  revealed  in  any 
published  government  or  company  accounts. 
Nor,  as  we  see,  is  the  process  yet  completed. 
Moreover,  for  the  purpose  of  considering  a 
levy  on  this  wealth,  some  time  must  be  allowed 
for  the  settlement  of  capital  values. 

The  most  authoritative  conjecture  of  the 
increase  of  aggregate  individual  wealth  during 
the  war  is  that  given  by  Dr  J.  C.  Stamp,1  who, 
after  allowing  for  the  depreciation  of  some 
values  and  the  wholly  incalculable  character 
of  others,  registers  this  judgment:  "These 
adjustments  result  in  a  net  addition  of  £5250 
millions  to  the  individual  wealth  which  would 
be  both  subject  to,  and  likely  to  be  revrak-d 
for  the  purposes  of,  a  capital  levy  as  generally 
put  forward  by  its  protagonists."  In  viewing 
this  sum,  however,  as  a  measure  of  what 
term  war-profiteering  reflected  in  enhanced 
capital  values,  two  considerations  must  be 
taken  into  account.  In  the  first  place,  Dr 
Stamp  is  here  concerned  with  measuring  the 
total  increase  of  capital  values  during  the 
war  in  connection  with  a  proposal,  not  for 
a  levy  upon  war-made  capital,  but  upon 
all  forms  of  capital.  He,  therefore,  rightly 
deducts  from  his  computation  of  the  increase 

1  Economic  Journal,  Sept.  1918. 
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sin  h  tails  of  value  *&  have  taken  j>la< •«•  through 
our  lediued  holdings  of  foreign  investments, 
and  the  reduced  vain-  v  stocks,  lint, 

as  we  have  already  seen,  any  proposal  to 
make  a  levy  up-  1  alone, 

upon  the  accumulated  wealth  due  to  war 
ild  imt  take  account  of  these 
falls  of  value  except  when  they  appeared  as 
set  offs  againM  war  gain  in  the  several  busi- 
nesses or  •  laps  assessed  for  the  levy. 
Again,  recognizing  that  post-war  values  must 
depend  largely  upon  the  rate  of  investment 

1    tin    level   of   prices,    Dr  St 

assumes  that   while  the  former  will  stay  at 

the  present  5  per  cent,  level,  the  latter  will 

to  an  average  level  25  per  cent,  higher 

than  before  the  war.     In  this  latter  assumption 

A  ill,   howe^  1   little  support  in  any 

business  or  finanrial  quarter.     Present  prices 

more  than  100  per  cent.  abo\  pre- 

.ind  it  is  generally  held  that  they 

will  stand  for  a  long  time  to  come  at  50  per 

vel. 

Having  regard,  therefore,  to  these  con- 
siderations, it  would  seem  a  reasonable  as- 
sumption that  the  capitalized  war  gains  which 
we  a  investigating  would  amount  to  a 

considerably  larger  sum  than  5250  millions. 
Some  figure  between  6000  millions  and  7000 
millions  would  seem  not  W  Nui  would 
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it  ill  accord  with  tin-  knowledge  \\v  possess  of 
the  huge  accumulations  of  wealth  made  during 
the  war  by  many  trades,  firms,  and  individuals. 
Some  6000  millions  will  have  been  saved  ; nd 
invested  in  war-lendings,  besides  large  sums 
subscribed  to  new  issues  of  capital  here  and 
abroad,  and  still  larger  sums  employed  in 
extensions  of  business  operations  or  put  to 
reserves.  While  some  1600  millions  of  this 
saving  and  investments  must  rank  as  ordinary 
pre-war  savings,  and  a  considerable  allowance 
may  be  made  for  an  enlargement  of  this  fund 
due  to  reduced  personal  expenditure  among 
large  sections  of  the  rich  and  middle  classes, 
the  vast  bulk  of  the  increase  of  wealth  is 
directly  assignable  to  profiteering  in  the  sense 
of  taking  advantage  of  war  conditions  to 
make  and  capitalize  gains  due  to  high  prices 
and  other  favourable  opportunities. 

Would  it  not  seem  just  and  reasonable  that 
this  war-made  capital  should  make  a  large 
contribution  towards  the  reduction  of  the 
war  debt  ?  It  has  mostly  originated  in  the 
extravagant  expenditure  and  the  bad  finance 
which  has  been  responsible  for  the  unwieldy 
size  of  that  debt.  In  other  words,  war  debt 
largely  represents  war-profiteering.  If  our  war- 
finance  upon  its  revenue  and  expenditure  sides 
had  been  conducted  honestly  and  competently, 
most  of  this  war  debt  would  not  have  been 
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•inl,  tl.  i»ii(  rs  which  i  into  the 

hands  of  profit  «•  occurred, 

and  th.  wraith   \vhi«h   ilnw.-d   into  war 

loans  and  Treasury  bilN  wuuM  m.t  have  been 
there  to  flow  ami  would  m.t  have  been  wanted 

Governim  nt. 

by    war-debt    and    war-pro:  is    due 

the  failure  of  the  Government  t<>  linam  e  the 
war  out  of  taxation,  MIJH  •!•  1   by  such 

borrowing  as  could  be  obtained  by  cl 
into  Government   uses   th«-   enlarged  amount 
of  genuine   >uvings  which   increased  personal 
economy   and    the    stoppage    of   unnecessary 
new   issues   of   business   capital   would   ha\v 


o  prima  facie  case  for  assessing  war-made 

in  <>nler  to  repair  the  negligence  and 

folly  wi  (1  to  its  creation  is,  therefore, 

ly  strong.  :i  ptin,  entirely 

the  product  of  war  <  lot  ruction,  war  want  and 

agance,  has  contributed  nothing  to 

the  cost  of  the  war.     Its  income  has  made 

some  contribution  during  the  latter  years  of 

the  he  capital  has  made  none.     Why 

should  not  at   least   half   this  6000  fnillions 

pounds  or  more  be  taken  by  a  levy,  eith 

ngle  lump  Mini,  or  if  that  be  deemed 
dangerous  or  impracticable,  in  a  quick  series 
of  instalments,  so  that  the  capital  and  interest 
of  tl  nay  be  speedily  reduced,  ami 
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the  otherwise   inevitable   increase   of   income- 
tax  be  avoided  ? 

§  8.  Some  readers  will  have  observed  that 
in  this  chapter  the  term  war-profiteering  is 
used  in  two  or  even  three  senses.  Sometimes 
it  is  exclusively  applied  to  abnormal  and 
excessive  gains  made  for  war  conditions  and 
reflected  in  capital  increase.  At  other  times 
it  is  so  applied  as  to  cover  all  increased 
profits  whether  made  from  war-conditions  or 
due  mainly  to  other  causes,  such  as  im- 
proved methods  of  production  or  better  busi- 
ness organization.  Thirdly,  it  is  sometimes 
used  so  as  to  cover  all  profits  of  any  size  or 
nature  applied  to  the  increase  of  capital.  The 
full  force  of  the  plea  for  a  levy  on  '  war-pro- 
fiteering/ as  expressed  in  increased  wealth,  is 
evidently  applicable  only  to  the  first  meaning. 
That  some  man  should  have  made  big  money 
out  of  the  war  is  a  just  cause  of  resentment, 
and  a  levy  on  this  wealth  appears  a  reasonable 
way  of  getting  some  of  it  back.  To  get  all 
of  it  back  would  be  impossible.  For  much  of 
war-profits  may  have  been  spent  by  its  re- 
cipients, not  put  to  capital.  But  that  seems 
no  reason  against  getting  back  as  much  as 
possible  of  that  which  has  remained  in  a 
capital  form  and  is  susceptible  of  a  levy. 
Here,  however,  we  encounter  another  difficulty, 
that  of  discriminating  what  we  may  call 
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excessive  and  illrptin.  t  from 

reasonable  '    an<!  :nate.    For 

our  ana:  ability  to  pay  has  required  us 

for  ordinary  taxing  purposes  to  recognize  a 
reasonable  and  •  profit          .1  useful 

increase-  li  we  were  to  direct  our 

levy  i  Mvely  to  the  excessive  gains, 

i"  all  im  UMM-S  in  capital  dining  the 

imuld  appear  to  be  neglecting  this  equit 
in   any  valuation   tl. 

iipu-d    it    illicit    hi*    impossible   to   reach 
any  measured  dili  en  the  en- 

largt  of  capital  that  came   from   'war- 

profiteering  '   in   tlif   virious  sense  and  those 

h    represented    the    play   of   the   normal 
forces  o:  a§e  in  pmiits  and  investments. 

All.  I  think,  that  could  be  done  would  be  to 
Mnaller  proportionate  increases  of 
capital,  and  to  apply  a  progressive  levy  upon 
larger  ones,  i.e.  to  presume  that  war-pro- 
fiteering in  the  vicious  sense  varied  directly 
with  the  proportion  of  tl  a^  in  capital 

valiu>.  he  same  sort  of  assumption 

adopted  for  the  defence  of  the  general  equity 
-"liability  of  a  progressive  income-tax, 
and  it  is  applicable  to  the  present  case  in,  at 
least,  an  equal  degree.  For,  though  such  a 
levy  might  hit  hardly  a  few  cases  where  en- 
larged capital  value  was  primarily  due  to 
impi  y  of  method  and  organiza- 
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tion  and  not  to  war  conditions,  thnv  \v<»uld 
be  hardly  any  instances  where  war  condition- 
not  contributed  in  an  appreciable  degi  • 
But  there  is  a  wider  consideration,  partly 
economic,  partly  ethical,  which  has,  I  think, 
a  right  bearing  in  favour  of  the  imposition  of 
a  levy  upon  all  new  capital  accumulated  under 
war  conditions,  even  including  the  sa\ 
that  represent  personal  economy  in  expendi- 
ture. All  such  savings  imply  the  acquiMti<>n 
during  war  time  of  wealth  which  is  '  Mir^his,' 
in  the  sense  that  it  is  not  needed  for  the  main- 
tenance of  the  owner's  adequate  standard 
of  consumption.  If  a  margin  be  allowed  for 
small  savings  at  such  a  time,  it  seems  reasonable 
and  equitable  that  the  nation  should  take  for 
the  urgent  national  needs  some  share  in  all 
saving  effected  under  the  protection  afforded 
by  the  State,  at  a  time  when  that  protection 
has  involved  unusual  expenditure  of  life  and 
money. 
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Km  ma  TO  <  HANKK  n 
TAXATION  OF  WAR-MADE  CAI  GERMA 

anzeiget  1919)   gives 

of  a  proposed  Levy  on  increases  <>: 
Germany  during  the  period  of  tin-  war. 
|x>scd  law  deals  ex<  \\ith  individual 

ar   profits   :  j>anies   1 

taxed  in  an<>'  .\\    According  t  'raft,  tin; 

ncc    b«  as    dct  1    on 

Dec.  ision  of  the  assessment 

ire  purposes),  and  the 

capital  to  be  determined  on  Dec.  31,  1918,  shall  count 
a-  tin-  taxable  increase.    But,  whnvas  the  increase 
of  capital  from  Dec.  31,  1913,  up  to  Dec.  31,  1916  has 
ly  been  subjected  t<  >n,  in  accordance 

with  '  :  June  21,  i  pay- 

to  be  treated  as  an  advance 
payment  tnward<  the  capital  levy. 
The  chief  provisions  of  the  Law  are  as  follows  :  — 
-e  persons  are  liable 

I.  On  t;  ise  <>f  tlu-ir  total  taxable  capital. 

(a)  Subjects  of  the  German  Empire,  excepting 

those  resident  abroad  at  least  since  Jan.  i, 
1914,    with    no    domicile  in    tho    German 

(b)  Fo:  th    a    domi(  ilo,    or    habitually 

nan  Empire. 

II.  On  the  iiuivaM-  in  tluir  home  industrial  capital. 
All  persons  born  in  the  country  without  regard 

.  'mality.  domicile  or  abode. 
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The  following  arc  the  more  important  dcdiu  lions 
allowed  from  the  capital  assessed  for  the  levy. 

(i)  Capital  acquired  "  through  legacy,  life  int. 

entail  or  inherited  property,"  as  the  result  of  a 
bequest,  or  otherwise  from  the  estate  of  a 
deceased  person.  (2)  The  capital  value  of 
any  charges  upon  the  assets  of  the  taxable 
person  so  far  as,  being  restricted  to  the  life- 
time of  a  particular  person,  they  may  have 
ceased  by  his '  death  during  the  period  of 
assessment,  so  affecting  the  difference  betv 
the  capital  value  in  1913  and  1918.  (3)  The 
amount  of  a  capital  payment  in  respect 
of  insurance.  (4)  Capital  acquired  by  gift 
or  other  transfer  without  '  consideration ' 
during  the  period  of  assessment  where  the 
individual  amounts  of  such  gifts  exceed  Mk. 
1000.  (5)  Capital,  the  proceeds  of  sale  of 
foreign  securities  or  other  property  non- 
taxable  at  the  beginning  of  the  period  of 
assessment.  (6)  Capital  representing  pay- 
ments as  compensation  for  injuries  made 
during  period  of  assessment. 

The  '  ultimate  capital '  shall  include  the  following  :— 

(1)  Amounts   given  by  the  tax-payer   during   the 

assessment  period  as  presents,  or  for  regular 
payments  of  maintenance  or  education  of 
anybody,  pensions,  charitable  subscriptions, 
etc. 

(2)  Amounts  invested  in  foreign  industrial  property 

during  the  period. 

(3)  Amounts   expended   on   jewellery,   objcts  d'art 
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exceeding  in  the  individual 
MIc.  500. 

(4)  Amounts  expended  on  purchases  of  any  i 
during  period  of  assessment,  exceeding  in 
aggregate  Hk.  10,000  articles 

••f  the  tax-payer  at  t lie- 
end  of  the  period). 


CHAPTER    III 
A  GENERAL  LEVY  UPON  CAPITAL 

§  i.  'HT^HE  '  levy  upon  capital '  usually 
1  advocated,  as  for  instance  in  the 
able  book  of  Mr  Pethick  Lawrence,1  is  not, 
however,  confined  to  war-made  capital.  The 
proposal  is  to  wipe  out  the  whole,  or  a  large 
part,  of  the  war  debt  by  a  levy,  single  or  in 
several  yearly  instalments,  upon  the  whole 
body  of  accumulated  wealth  in  this  country. 
It  is  urged  on  general  grounds  of  equality  of 
sacrifice  and  of  '  ability  to  pay/  as  the  only 
adequate  alternative  to  a  crippling  income-tax. 
A  levy  confined  to  war-made  wealth  would, 
it  is  argued,  involve  a  double  valuation,  pre- 
war and  post-war,  very  difficult  to  work,  and 
could  not  easily  or  possibly  be  made  to  yield 
an  amount  of  revenue  sufficient  to  wipe  out 
enough  of  the  debt.  It  may  be  admitted 
that  the  latter  objection  is  fatal  to  the  restricted 
levy,  if  it  be  insisted  that  the  object  of  the  levy 
is  the  immediate  or  early  extinction  of  the 
debt  and  not  its  mere  reduction  to  a  level  with 
which  the  income-tax  could  cope.  But,  < 

1  "  A  Levy  on  Capital."     Alien  &  Unwin. 
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ir  sug^  of  a  levy  of  3500  millions, 

so  as  to  wipe  out  half  th  e  accepted, 

11  arguable  that  tin-  IMMS  of  tin-  levy 

should  be  tin-  \vl.  luine  of  tin-  national 

capital,  a  process  which  would  util: 

lity  to  pay/  and  would  l>«  d  upon 

.••ugh  not  to,,  Minple)  plan 
single  poM-war   valuation.      It   i: 
to  gain  thr  a^nit  propertied  and  ruling 

classes  to  a  lighter  levy  on  th«  larger  sum,  and 
apable  of  more  graduation,  than  to  a  levy 
t  least  50  per  cent,  upon  those  forms  of 
wealth  alleged  to  be  accumulated  in  \var-i 

provisionally  the    conjecture    of 
Dr  Stamp  l  that  the  amount  of  capital  values 
susceptible  of  such  a  general  levy  is  16,000 
millions,  and  that  one-fifth  of  this,  could  it  be 
obtained  by  means  of  such  a  levy,  would  enable 
»  wipe  out  half  the  war-debt,  we  may  best 
.lability  and  advisability  of  such 
a   niraMiiv  by  examining  the  objt  that 

are  raised  against  the  proposal.  Some  of  them 
are  economic,  others  ethical,  and  others  relate 
to  practical  difficulties  of  assessment  and 
collection. 

§  2.  The  economic  and  the  ethical  considera- 
tions are,  however,  related  in  that  any  feeling 
•  iked  by  a  levy  may  affect  the 
springs  of  industry  and  saving,  while  prat 

urnal.  June  1918. 
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difficulties   connected   with    the    valuation    or 
collection    or    realization    of    the    levy    have 
important   bearings   on    the   economy   of   the 
process. 

(i)  Is  there  any  inherent  injustice  in  a 
levy  ?  Is  it  a  policy  of  plundering  the  rich  '•*. 
Does  it  involve  a  breach  of  the  faith  to  sub 
scribers  to  war  loans  ?  Is  it  repudiation  ? 
These  charges  have  no  foundation.  A  levy 
upon  wealth  in  the  form  of  capital  is  no  more 
a  plundering  of  the  rich  than  is  a  tax  upon  the 
income  of  that  capital.  Were  it  confined, 
however,  to  the  holders  of  war  loans,  it  would 
violate  the  implicit  understanding  upon  which 
the  money  was  lent  to  the  Government,  and 
would  pro  tanto  constitute  repudiation.  But, 
applied  on  equal  terms  to  all  accumu- 
lated wealth,  it  is  not  exposed  to  this  inter- 
pretation. 

It  is  simply  an  emergency  application  of 
the  principle  of  ability  to  pay.  Small  amounts 
of  capital  would  be  exempt  because,  upon  the 
one  hand,  they  involve  the  largest  quantity 
of  real  effort  or  sacrifice  in  their  saving,  while, 
on  the  other,  the  interest  they  earn  is  of  the 
highest  personal  utility  to  the  recipient  and 
his  family.  The  graduation  of  the  levy,  so  as 
to  take  a  proportion  of  the  capital-value 
varying  directly  with  the  aggregate  sum,  is 
based  upon  the  same  principle  of  cost  and 
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without     ti-htin.L;.      In    the    great    majority    "I 
cases  direct  personal  service  must  be  afforded 
by  the  young  who  have  accumulated  little  or 
no  property  to  serve  the  national  cause.     But 
where  elderly  men  who  are  the  chief  owners 
of  property  can  also  contribute  personal  service, 
either  to  the  fighting  or  the  business  conduct 
of  the  war,  the  State  has  just  the  same  claim 
upon  their  persons  as  upon  their  money.     A 
really  monstrous  wrong  was  done  in  financing 
the    war    by    high    interest    borrowings    and 
insidious  processes  of  inflation,   instead   of   a 
direct  application  of  the  conscription  principle. 
The  whole  of  the  loan  money  contributed  in 
i    this  country  represented  a  surplus  amount  of 
income  and  capital  which  could  and  should 
have   been  taken  in  taxation   for  the  public 
"**     /     need.     To    make    an    arrangement    by   which 
wealthy  persons,  with  large  resources  available 
for  assisting  their  country  in  its   dire   need, 
were  permitted  to  rack-rent  the  nation  by  a 
rate  of  interest  some  75  per  cent,  above  tin- 
pre-war  level  for  the  money  they  contributed 
to  war  expenses,   was  a  policy  of  cowardly 
folly.     When,  as  in  modern  warfare,  it  is  the 
whole  nation  that  is  at  war,  the  obvious  and 
equitable  economy  of  defence  is  that  of  con- 
scripting  all   the   necessary  fighting,   working 
and    paying    resources,    and    of    putting    the 
contributors  on  rations.     It  has  been  admitted 
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case,  experience  proves  that  the  official  manage- 
ment involved  by  their  retention  will  be  less 
economical  and  otherwise  less  efficient  than 
the  private  management  from  which  they 
have  been  taken. 

Then  follows  an  appeal  to  the  ridiculous, 
in  the  picture  of  a  Treasury  choked  up  with 
miscellaneous  wealth  in  the  shape  of  bills  of 
sale,  mortgages  upon  estates,  unmarketable 
shares,  and  even  material  wealth  in  the  shape 
of  pictures,  jewellery  and  bric-a-brac. 

Now,  leaving  for  consideration  later  on  the 
serious  question  of  valuation  for  a  levy,  I  find 
very  little  substance  in  this  double  contention 
that  nothing  is  gained  by  substituting  a  single 
seizure  of  capital  for  an  annual  seizure  of  its 
interest,  and  that  in  fact  a  large  part  of  the 
capital  thus  taken  would  be  in  forms  ill-adapted 
for  the  avowed  purpose  of  paying  off  the  debt, 
or  of  accumulating  sound  assets  to  set  against 
it.  At  first  sight,  regarded  economically,  it 
may  appear  to  be  a  matter  of  indifference 
whether  the  State  takes  fifty  or  a  hundred  years 
to  pay  a  debt  (chiefly  due  to  its  own  citizens, 
who  have  no  power  to  make  it  bankrupt  or 
distrain  upon  its  assets),  paying  annual  interest 
and  small  contributions  to  a  sinking  fund,  or 
pays  off  the  whole,  or  a  large  part,  at  once  by 
means  of  a  special  levy  upon  funds  possessing 
an  ability  to  pay.  But  if  it  is  a  matter  of 
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the  present  rate  would  be  so  high  as  to  depress 
the  effective  demand  for  capital  (at  any  rate 
for  home  uses)  more  than  to  stimulate  the 
supply  of  capital.  Therefore,  by  paying  oil  as 
soon  as  possible  a  large  part  of  the  war  loans, 
the  State  would  achieve  an  economy  in  pro- 
duction useful  both  for  its  own  and  the  gem  -nil 
needs.  It  would  stimulate  industrial  and 
commercial  enterprise  and  extend  employment 
in  a  period  when  otherwise  business  men  will 
be  disposed,  or  obliged,  to  wait  for  an  easier 
money  market,  with  the  result  of  causing 
grave  risks  of  unemployment. 

§  4.  Connected  with  this  consideration  is 
the  special  need  for  getting  rid  as  soon  as 
possible  of  two  portions  of  the  war-borrowing  : 
first,  the  large  floating  debt  in  the  shape  of 
Treasury  bills  and  other  short-time  obligations, 
and,  secondly,  the  loans  obtained  from  America 
and  other  foreign  countries.  The  former  is  a 
shouting  advertisement  of  the  weak  credit  of 
a  State  which  dare  not  fund  its  large  floating 
debt,  a  weakness  with  damaging  reactions 
both  upon  the  market  value  of  our  funded 
debts,  our  future  borrowing  power,  and,  by  a 
necessary  implication,  upon  the  soundnc- 
our  banking  and  other  private  financial  in- 
stitutions. The  advisability  of  paying  oil  as 
soon  as  possible  tin-  portion  of  tin-  debt  held 
outside  the  country  is  obvious. 
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prohibitive  tariii,  the  effect  of  which  would 
be  to  stimulate  in  this  country  such  of  these 
luxury  trades  as  were  technically  feasible, 
drawing  into  them  capital  and  labour  other- 
wise available  for  more  useful  and  important 
trades,  and  thus  worsening  the  net  economy 
of  the  nation.  The  other  alternative,  the 
extension  of  our  export  trade,  so  as  to  meet 
our  deficit  on  imports,  though  more  attractive, 
has  difficulties  of  its  own.  If  it  involved 
sending  out  greatly  increased  quantities  of 
coal,  cotton  and  woollen  goods,  and  other 
staple  manufactures  at  prices  which  could 
force  a  largely  increased  world-market,  it  means 
a  largely  increased  productivity  in  our  indus- 
tries at  a  low  cost  of  production.  Now,  how- 
ever desirable  this  may  seem  as  a  theoretical 
solution,  it  can  hardly  be  deemed  practicable 
at  a  time  when  the  workers  of  this  country 
are  everywhere  demanding  an  increased  share 
of  the  product  and  are  in  a  disposition  to 
enforce  their  demand,  and  when  high  wages, 
reduced  hours,  and  dear  materials  and  fuel  are 
seriously  affecting  the  cost  of  production  in 
most  of  our  large  export  trades.  In  time,  it 
is  true,  new  stimuli  of  efficiency  may  enable 
us  so  largely  to  raise  our  manufacturing  pro- 
ductivity as  to  effect  the  needed  expansion  of 
exports.  The  natural  and  normal  instrument 
for  achieving  a  new  balance  of  trade,  whether 
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inflated  prices  and  money  incomes  still  obtain. 
Most  of  tin  \\.ii  -lending  has  been  provided  out 
of  the  high  money  incomes  derived  from  in- 
flations of  purchasing  power  and  the  soaring 
prices  due  to  this  and  other  war  conditions. 
This  meant  that  the  man  who  in  1918  lent 
£100  to  the  Government  at  sj  per  cent,  lent 
only  half  the  quantity  of  real  wealth  whieli 
that  sum  would  have  represented  in  njij.  If 
his  debt  remains  unredeemed  and,  as  is  almost 
certain,  the  level  of  prices  falls  considerably 
during  the  years  over  which  his  loan  extends, 
every  fresh  year's  interest  will  put  a  larger 
quantity  of  purchasing  power  into  his  hands, 
and  the  final  redemption  will  give  him  back 
£100  worth  a  great  deal  more  than  the  £100 
he  originally  lent.  Apart  from  this,  there  is 
the  risk  that,  if  the  exceedingly  high  income- 
tax  which  the  annual  payment  for  his  debt 
involves  is  long  retained,  a  recurrence  of  cyclical 
trade  depression  and  greatly  reduced  money 
income  may  put  the  finances  of  the  country 
iftto  a  dangerous  embarrassment. 

§  6.  There  is  one  argument,  however,  urged 
by  Professor  Scott  in  favour  of  a  slow  normal 
as  compared  with  a  sudden  and  immediate 
cancelment  of  debt,  which  deserves  attention. 
Il  \ve  reverted  to  the  normal  practice  of  paying 
interest  with  a  low  sinking  fund  over  a  1 
term  of  years,  the  burden  could  be 


BENBRA1    LEVY  TO  L    208 

icd  by  :  cxesse^  .  by  a 

di-U  \\ln-n  the  abnormally 
rate  •»!   inirn-M    li.nl  :idly, 

imal   growth  tin- 

incoi  owing  to  the  p  numl»< 

general  rise  of  incomes. 
Now,  fdo  not  deny  that,  if  we  could  get  safely 
thiough  the  finance  of  tl 

each  a  stage  dining  wl  e  could, 

of  both   th«-se  alle\ 

bear  with  « ••mjiarative  ease  the  thru  diinini>h- 

I  indebtedness.     Hut  tin- 
\vhnK-  taM  ta   upon  the  post- 

period   of   iii  icrgency.     To   trll 

a  man  Mum-linu:  a-ain^t  a  dangerous  disease 
with    a    di  ing    power    of    physical    re- 

net-,  that  it  In   li\rs.  hr  will  be  as  cheerful 
as  c  hii>tmas  does  not  carry  n. 

«'ir. 

I  hiring  tin-  war,  our  Go \  :it  has  plunged 

which  ivquirrs  a  drastic 

for    recovery.       Opponents    of    a 

rapital    l«-vy  say  that    the    remedy  is  worse 

than  tin-  diseaaej  and  :  •  should  I- 

i  the   issue. 

nalogy  lik  s  is  apt  to  carry 

advocate  and 
t   so   absolute. 

All  a  i  hat  it  is  a  good  thing  to  pay  off 

tin-  d  r  as  to 


204    TAXATION    IN   TIIK  NKW  STATK 

of  the  repayment  and  the  method.  The 
opponents  of  a  capital  levy  would  spread 
that  i«  payment  rvmly.  over  the  next  (say) 
fifty  years  out  <>!  the  ordinary  revenue;  its 
advocates  would  effect  a  large  early  repayment 
out  of  an  extraordinary  revenue,  leaving  the 
subsequent  smaller  annual  sums  to  be  defrayed 
out  of  the  ordinary  revenue. 

§  7.  Such  a  levy  as  is  here  proposed  has, 
likr  most  emergency  measures,  risks  and  diffi- 
culties of  its  own.  It  seems  to  some  ex- 
ceedingly unjust  that  material  capital  should 
pay  the  levy  and  that  what  is  termed  personal 
capital,  should  not.  A  father  has  two  sons, 
to  one  of  whom  he  gives  £1000  to  set  him  up 
in  business.  With  the  use  of  this  nest  egg  he 
builds  up  a  business  which  brings  Kim  in  an 
income  of  £1000  a  year,  and  has  a  capital 
value  of  £10,000.  The  other  son  has  £1000 
expended  on  his  education,  and  with  this 
advantage  enters  a  profession  in  which  his 
earning  capacity  is  £1000  a  year.  Why,  it  is 
asked,  should  the  first  son  be  called  upon  to 
pay  a  levy  of  £100,  while  the  latter  escapes 
scott  free  ?  Professor  Pigou,  in  supporting  a 
capital  levy,  is  so  harassed  by  this  in* -quality 
as  to  insist  that  the  professional  son  should  be 
railed  upon  to  pay  an  extra  income-tax  in  lieu  of 
the  levy.  There  is,  I  think,  no  objection  to  this 
course,  provided  that  the  rise  thus  imposed  upon 
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•ur  to  get   by  n 
:om    '  immaterial  ' 
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capital  an  r.juivalrnt   («>  tin-  Irvy  upon  matnial 
capital. 

Professor  Scott  seems  to  regard  all  tax 
>  discrimination  in  favour  of  earned  as  against 
unearned  wealth  as  "obviously  inequitable." 
"  Many  proposals  for  a  levy  are  nai\  <  attempts 
to  shift  the  payment  of  the  proportion  of  war 
costs  which  would  otherwise  be  borne  by 
earned  incomes  to  the  owners  of  material 
capital.  This  is  obviously  inequitable.  If  tin- 
war  had  been  financed  by  raising  the  whole 
cost  through  taxation  at  the  time,  these  in- 
comes would  have  paid  much  higher  income- 
tax  and  super-tax  than  the  amounts  which 
were  actually  demanded  from  them.  By 
urging  a  capital  levy  they  would  free  them- 
selves from  such  proportion  of  taxes  as  they 
would  have  been  liable  to,  if  there  had  been 
no  levy.1' l  But  why  is  it  "  obviously  in- 
equitable "  to  recognize  the  higher  ability  to 
pay  which  owners  of  unearned  income  or 
accumulated  wealth  possess?  Our  present 
income-tax  recognizes  it  for  the  lo\ter  grades 
of  income.  Is  the  higher  rate  fo^  unearned 
income  "  obviously  inequitable  "  ?  '  Had  tin- 
war  been  financed  wholly  out  of  current  t; 
tion,  it  would  certainly  have  been  necessary 
to  have  enlarged  the  differentiation  between 
earned  and  unearned  rates  of  taxation,  for 

1  Economic  Journal,  Sept.  1918. 
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t\\<»  L'MM.I  reason       i  i    *    there  i 

presumption    that    nn«-am«-«l  i.illv 

supplementary   to   earne  nd   can, 

D    HUM. 
lie   efic  .1    taxation    i»n    unc. 

:illlate     th-  •»    an 

his  1,.  >cd  earned  •  *,  so 

:i    tlu-  ::i(li\idu.il   and   tin- 

p«.int     Secondly,  as  wt  seen, 

••  i>  much  more 

liki-lv  t-  1  tin-  output  of  product  i- 

than   a    lii.^h    tax    <»n    uiu-arncd    income    i 
Caving    and     in\T>tnimt.       In     ot 

irned  wealth,  \vlu-thn-  a>  income  or 

as    capital,    possesses    a    considerably    larger 

•    pay'    than    earned    \\valth.     In 

attnnptini,'   to  supply  the  needs  of  revenue 

with  the  least  injury  to  the  taxpayer,  and  to 

the    futuiv    pnuluctivity  and    revenue,   it    is 

«|uital>l«    to  take  account  of  this  distinction. 

v  does  not  consist,  as  Professor  Scott 

ars  to  think,   in  ing  equally  tl 

that    an     not    equ.il.     In    regard    to    taxable 

capacity  £500  of  earned  income  is  not  equal  to 

£500  «>f  unearned.     If,  as  is  contended, 

il  possesses  a  real  cap; 

to  pay  which  has  not  been  hit  IK  i  to  exploited, 
it   is  no  valid  objection  to  urge  that  the 
pl.'itation  <»f  tl.  rgency  source  will  ivlirve 

obligation  to  pay  a 
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rate  of  taxation  so  high  as  to  imperil  the  full 
use  of  earning  power.1 

When  all  these  considerations  are  weighed, 
the  proposal  of  an  extra  income-tax  for 
'  personal  capital '  at  a  time  when  the  ordinary 
income-tax  must  continue  to  be  very  hi^li, 
will  appear  an  expedient  of  doubtful  value. 

Moreover,  it  must  be  observed,  that  though 
equity  in  apportionment  of  taxes  is  very 
desirable,  absolute  equity  will  often  be  im- 
practicable, and  charges  of  unavoidable  un- 
fairness are  not  fatal  to  a  tax  unless  they  are 
so  grave  as  to  endanger  seriously  the  earning 
power  of  some  class  of  the  community.  I 
cannot  think  that  this  serious  danger  attaches 
to  a  proposal  to  confine  the  capital  levy  to 
material  capital  and  to  exclude  personal 
capital  both  from  this  levy,  and  from  an  extra 
income-tax  which  under  the  special  circum- 
stances, would  be  very  burdensome  and  difficult 
to  collect. 

§  8.  Public  revenue  must  be  collected  where 
it  can  without  too  much  difficulty  be  got. 
There  will  be  some  sources  with  '  capacity 
to  pay '  that  are  rightly  ignored,  if  it  is  very 
difficult  to  trace,  assess,  and  collect  them. 

1  My  own  rejection  of  discrimination  between  earned  and 
unearned  incomes  in  a  reformed  income-tax  is  based  upon 
practical  difficulties,  and  not  upon  a  denial  of  the  distinction 
between  ability  to  pay  in  earned  or  unearned  income 
respectively. 
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.tiinnit  i.f  abstract  ju>tire  be  offen< 
in  MI,  ii  ,  .iv,  tj  remedy.     But 

may   go    iuitlu-r,    and   admit    that    these 
.[u.ilitirs    \sill    have   some   detrimental 
fluence  upon  p<  :ial  mummy. 

SOUK-    persona   .uv   shocked   at    tin-   proposal 

V    UpOIl     tin-     art  Uimilatrd 

\vlii<  h   tluiity  persons  have  saved  and 

h   has  contributed   to    i 
it  ing    of     the     war,     or     to     the     fut 

ity  of  .il    industry,   while    the 

inenme    \\hi.li    nnthiit'ty  persons   ha  ra- 

vagantly    spent    on    tluir    personal    pleasures 
apes  such  taxation  altogether  y  say 

with    a    (main    amount    of    truth   that    this 
nali/rs  thrift  and  industry.     It  was, 
mrrt  this  nbjirtinn  that  I  suggested 
tin    j)n»il.ility  of  a  reduced  income-tax  upon 
alter  savings  during  a  time  like  this  when 
^e   quantities   of  new  capital   are  needed, 
t    this    '  thrift  '    argument,    it    admitted,  is 
liable  to  carry   us   too   far.    An   industrious 
man  who    earns  a  considerable    income    has 
his  UM-ful  virtue  to  make  a   contribution 
to  Mte  :    an  idle  man  who  only  works 

enough  to  provide  himself  with  a  bare  living 
i  ibutes  nothing.     Here  is  also  a  penaliza- 
i  of   ii  or  a  premium   on    idleness. 

>uld  you  do?     Y.-u  cannot  tax 
nu    which  does  not  Nor  can  you 
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force  '  civilized  '  men  t<>  produce  taxable  in- 
come in  order  that  you  may  tax  it,  though 
there  may  be  those  prepared  for  this  coercive 
policy  which  has  often  been  applied  to  trarh 
industry  to  '  niggers.1 

I  admit  that,  if  you  tax  the   fruits  <>1"  in- 
dustry and  thrift  too  high,  you  impede  and 
reduce  the  production   of  the  taxable  body. 
But  I  do  not  admit  that  a  graduated  emer- 
gency levy  on  capital  will  carry  any  appreci- 
able danger  of  this  sort.     And  that  for  two 
reasons.     First,    because   the   greater  part    <>1 
the  wealth  on  which  the  heavier  port  inn 
the  graduated  levy  falls  is  not  to  any  sensible 
degree  the  product  of  a  calculated  and  costly 
thrift,  but  the  automatic  overflow  of  incon 
which    exceed    the    standard    of    expenditure 
reckoned    by    their    owners    as    desirable.     A 
high  levy  upon  this  portion  of  accumulated 
wealth  would  not  be  an  appreciable  detcn 
to    accumulation.     If,    indeed,    the    combined 
taxation  of  income  and  of  capital  became  a 
regular  practice   of  our  State,   the  aggreg 
volume  of  taxation  might  well  prove  injurious 
to  production  and  accumulation,   and  might 
even     cause     industrial     enterprise    and     its 
entrepreneurs    to    seek    areas    of   lower    taxa- 
tion   for    their    domicile.      For    this    reason 
the   advocates   of  a  levy  insist   strongly    on 
its  emergency  character,   and  the  opponents 
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nn  the  apprehension  '.<•!><  tm«.n.     If  thr 

yen  that  it  can  <•: 

ill   it    imt   recur  ]>eriodi<  ally 
to  this  method?     1:      answer  is   'No, 
«m   accredit   it   with   any    true   regard    t«» 

or  even 

to    the     tutmr    interests    of    puMn      ir\. 
It    will   ma   do  so,  precisely  because  of   the 
^madness    of    thr    ol.jrrtinn    that    is    raised 
to  such  recun  1   thi>  recogniti- 

tin     obvious    folly    of    Jailing 
l>etwern    thi^    unpivredrnted    eimipncy    and 
thr  nidinaiy    i  to  finance   will   re- 

r  the  apj>!  ->ns  of  future  raids  i 

-itiiiLi  t»n  thr  minds  of  the  sa\  ..isses 

is    to    prrvrnt     ;  ::nin    saving.      Of 

rniiiM-.   it   one  assunit •>   that   State  finance  is 
^r  to  be  conducted  in  ordinary  t 

ighted  and  ;>etent  way, 

with    no    regard    to    canons    of    ability 

or  considerations  of  future  revenue,  the 

:i   has  validity.      Hut    in   MI.  h  discus- 

-    of   finance   as   that    on    which  we  are 

engaged,  we  are  entitled  to  assume  a  higher 

measure   of  competency   and   regard   for   the 

luturr    than    this    objection     implies.       It    \s 

reason  a  Mr   to  regard   this  war-emergency  as 

so    t  1    and   so   severe    that    nothing 

resembling  it  i»  likrly  to  ircnr  in  our  time. 

§9.  Tin-   ol>jt/tti«.n    that    a   capital   lev\ 
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likely  to  reduce  the  supply  of  business  capital 
at  a  time  when  tin -re  is  urgent  need  of  large 
supplies  rests  partly  on  a  simple  fallacy, 
partly  on  the  foregoing  assumption  that 
future  saving  will  be  checked  by  fears  of 
another  levy.  The  direct  effect  of  a  levy 
on  the  quantity  of  present  capital  available 
for  financing  new  enterprise  is  nil.  It  i^ 
simply  a  book-keeping  transaction  by  which 
certain  sums  will  be  taken  from  one  set  of 
capitalists  to  be  paid  over  in  cancelment 
of  debt  to  another  set — that  is  to  say,  so 
'far  as  the  levy  is  issued  for  paying  off  war- 
debt  held  within  this  country,  as  the  great 
bulk  is.  The  capital  which  is  surrendered  by 
the  one  set  passes  to  the  other  set,  or  to 
the  State,  assuming  that  the  latter  chooses 
to  hold  certain  parts  of  the  levy  (e.g.  rail- 
way securities),  instead  of  marketing  them  for 
the  repayment  of  war-borrowing.  The  total 
amount  of  existing  capital,  real  or  monetary, 
available  for  promoting  increased  production 
of  wealth,  remains  unaltered.  Nor  is  it 
likely  that  its  distribution  will  be  very  greatly 
affected,  if  we  assume  that  all  the  well-to-do 
classes  of  our  population  have  subscribed 
to  war  loans  in  a  proportion  roughly  cor- 
responding with  their  wealth.  It  is  the<> 
cally  possible,  no  doubt,  that  the  holders  of 
war  bonds  paid  off  by  the  levy  might  spend 
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tln§    repaid    loan,    instead  n-    it 

in     i  prises.       But     th<  >  no 

grouiKl  to  tak<-  tliis 

UllK-SS      Wr      Jill)  tin-Ill     a      111' 

iLj.mt  •  iision    nf    another    early 

•  pital  li-vv,   thrirfon>,  would  i 
iur    thr   quantity  of  existing  capital   avail- 

I  biisinrxs  purposes. 

ines   suggested    that 

though  the  present  supply  of  real  capital  in 
shape   of   plant,   stocl  <>uld  not 

-upply  of  monetary 
capital   might  be  reduced.     A  has  £10,000  in 

«>nds    \vhuh    he   has   deposited   at   1 
k  as  security  for  an  overdraft  of  £8000. 
If    £3000    of    his    war    loan    is    taken    and 

••d   as  1.  -ition   to    thr    Irvy.    his  ^ 

bank  advance  will  be  correspondingly  reduced 
Since  aesc  nn -n  utilize  a  large  pro- 

portion  of   tl  holdings   for   enlarging 

II    ban;.  levy    tor    n-pavinent   of 

war   debt    may    bring   a   considerable   reduc- 
oi    tin     hank   credit   otherwise    available 
staMishing    and  ^ring   prodi 

is  objection  has  some  force  if 

it  lx-  a  II   banking  business 

in  mi.  hanged,  and  that  the  recently 

discovered    powers    of    public    credit    are    to 

:.iin    in  1    crisis!    and 

are  then   to  be  applied  only   tor   th,    >aving 
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of    private    (irdit     institutions    from    ('oil, 
For  the  tMt.il  \-olume  of  pou-mial  credit  cannot 
be   diminished   by   this   reduction   of    pi  i 
credit    in    repaying    the    public    debt.     What 
has  happened  is  that  the  State  has  improved 
its  credit  by  reduction  of  public  indebt<  <1 
and  that  this  process  has  involved  some 
I    think,    a   corresponding),   reduction   of   tin- 
aggregate    of    bank-credit.     The    real    wealth, 
the  actual  assets   of  the   Nation,   is   not   re- 
duced,   and    so    the    aggregate    of    potential 
credit  based  on  them  is  not  reduced.     But  if 
the  enlarged  volume  of  State  credit  remained 
unrealized,  the  aggregate  of  actual  credit,  and 
so    of    power    of    industrial    and    comm< 
expansion,    would    certainly    be    diminished. 
This  hypothesis,   however,  is  hardly  credible 
in    view    of    the    large    experiments    in    the 
use  of  State  credit   during  the  war,  and  the 
large  post-war  capital-expenditure  upon  hous- 
ing and  other  business  proposals  to  which  the 
Government  is  committed.     The  organization 
and  use  of  State  credit  to  supplement  or  to 
displace  the  private  manufacture  of  credit  by 
bankers    must   be   recognized   as   a   nece 
of   the   near   future   and    furnish   a   sufficient 
answer  to  the  objection  that  the  levy  would 
reduce    the    available    supply    of    monetary 
capital. 
The   further   objection   that    a   levy   would 


\i  i:  \\    \\.\\    UPON  i  \ni\i     215 

'Itlllr  Of 

-iMngs  has  already  been  m<-t  l»v  im]>: 

It    i.  iirlv   on    tin-   assump-  I)   that 

and    \\ill    In-    regarded   as 

that  it  will  <  \okr 

e    applrhr:  -  atrd    TCCOUrSC    to 

laidn:  future. 

Tin-    in-  Ise.      A 

levy    exclusively    dire,  ted    to    war-borrov 
would  pro  tanio  amount  to  repudiation. 
tin-    contribution    of    war    loan    to   a   general 
levy   does   not,    as   is   sometimes    pretended, 
constituu    a   wrakn    form  of  repudiation      If 
any  spivial   discrimination   \\vre  made  cither 
against     the    ownership    of    war    loan    or    the 
incon  \ielded  to  its  holders,   tin-  charge 

Id  be  valid      But  a  levy  which  hits  this 

of    wraith    equally    with    others    is    no 

more  chargeable  with  this  offence  than  would 

be    an    increased    taxation    upon    all    forms 

of  unearned  income  without   a   correspou 

ase    upon    eamrd    income.     The    second 
assumption,    vi/.    that    it    will    check    future 

Dg  through  apprehension  of  further  raids 
rests,  as  I  have  shown,  upon  an  imputation 
of  gross  folly  to  our  taxing  authorities,  and 
a  complete  failure  on  the  part  of  all  con- 
to  appreciate  the  rxa-ptional  nature  of 
the  financial  emergency  justifying  this  unpre- 
cedented step.  'My  contention  is  that  ca 
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has  an  ability  to  pay  ;m  emergency  levy, 
but  not  a  corresponding  ability  to  pay  a 
regular  tax  or  a  non-emergency  levy,  juv,  Lsely 
because  a  general  fear  of  a  re]* -lit inn  of 
the  process  would  check  the  saving,  damage 
production,  and  so  reduce  the  yield  of  furt lid- 
taxation.  So  far  as  any  such  apprehension 
is  operative,  I  agree  that  it  militates  against 
the  policy  of  a  levy.  But  this  apprehension 
I  contend  to  be  so  feeble  that  its  opera  t  inn 
cannot  be  taken  as  a  serious  offset  against  tin 
advantages  of  a  levy. 

§  10.  I  pass  to  the  objection,  also  raised  by 
Professor  Scott,  that  "  The  enforcement  of  a 
levy  could  hardly  fail  to  have  a  most  prejudicial 
effect  on  the  position  of  London  as  an  inter- 
national centre  of  exchange."  "  There  can 
be  no  little  doubt  that  a  levy,  in  the  circum- 
stances indicated,  would  produce  a  marked 
deterioration  in  the  credit  and  reputation  of 
London  as  an  international  money  market, 
the  effects  of  which  would  be  felt  for  genera- 
tions. Foreign  capital  that  was  in  the  habit 
of  going  to  London  would  tend  to  be  directed 
to  New  York  or  to  other  centres  where  tin-re 
had  been  no  levy/'  Would  it  ?  Why  ?  N.. 
one  proposes  to  levy  upon  foreign  capital 
ted  in  this  country.  That  will  be  quite 
safe.  Why  then  should  the  credit  of  London 
suffer  in  the  nut-ide  world  ?  Professor  Scott's 
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only  assumes  a  general  fear 

III    thr    futlllr,    hilt     i.^nnlrs    thr    : 

resul  be  "ill1.  v      1  liave 

tdy    dwelt     upon     tin  <e    to    our 

uinge  and  mir  in;  -i.il  financial  posi- 

ti"u\vhi«h  .1  imth'-i  large  advance  ot  in«*ome- 
tax  involves.  The  dang<  'hr  sole 

ive  to  a  levy,  is  far  more  substa 
than    th.it    u  1  Professor    Scott. 

I  ain  imt,  tin-  Concerned  to  pn» 

no  risk  of  thi>  nature  attaches  to  a  levy, 
but  nnlv  ti  greater  ii>k  attaches  to  'no 

levy/ 

..illy,  before  quitting  this  part  of  tin- 
subject,  I  must  express  amazement  at  the 

e  that  advocates  of  a  levy  an  illogical 
it  they  do  not  stn  t.  h  this  levy  to  cover  a 
mm:  payment  of  the  debt.  Why  i^  it 

illogical  to  use  a  levy  as  supplt  -m«  -ntary  to  high 
taxation  which,  it  not  thus  aided,  must  become 
too  high  ?  A  levy,  as  I  have  contended,  is 
only  an  emergency  method  to  reduce  thr 
valur  ..t  indebtedness  to  a  tolerable  level  and 
to  ward  off  the  early  peril  of  having  to  meet 
thr  full  intriot  and  Milking  fund  demands 
out  of  ordinary  current  revenue  at  a  tinu  \\  hm 
induMry  i>  uttrrly  im-ru  d  ordinary  tax 

yields  incalculable.     Thr  dnnand  that  a  levy 
>hall  takr  all  or  morr  is  but  a  shallow  dialectical 
i  adding  speciousness  to  the  economic 
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and  ethical  obj«  <  timi^   which   ai  -1       The 

charge  itself  is  utterly  '  illogical.' 

§  ii.  But  suppose  that  a  levy  is  del'mMble 
in  economic  theory  and  in  ethics,  is  it  prac- 
ticable? It  seems  to  require,  first,  an  early 
and  reliable  ascertainment  and  valuation  of 
the  various  sorts  of  capital  values  ;  and, 
secondly,  a  collection  in  forms  available 
the  purposes  to  which  the  levy  is  directed. 
Now,  as  regards  valuation,  the  bulk  of  pro- 
perty exists  in  forms  with  a  reliable  monetary 
measure  attached  to  them.  Professor  I 
in  an  estimate  based  upon  returns  for  Estates 
Duty  in  1913-14  and  1914-15,  computes  that 
some  60  per  cent,  of  property  at  the  end  of 
the  war  will  consist  of  stocks,  funds,  shares, 
etc.,  4  per  cent,  of  cash  in  home  and  bank, 
4  per  cent,  in  money  on  mortgage,  etc.,  and 
2  per  cent,  in  policies  on  insurance.  Thus 
70  per  cent,  of  the  whole  capital  value 
should  present  no  real  difficulty  for  valuation. 
"  Further,  the  most  important  of  the  other 
items,  namely,  house  property,  busiin-ss 
premises  and  agricultural  land  "  (16  per  cent. 
of  the  whole)  "  could  be  roughly  assessed  on 
the  basis  of  the  income-tax  returns,  appeal 
being  allowed  to  anyone  who  felt  himself 
aggrieved."  Trade  assets,  goodwills,  *etc., 
household  goods,  apparel  and  miscellaneous 
(largely  personal)  property  (amounting  to  10 
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per   •  .is   dec!  estate   dutv.    l>ut 

probably    umliTcst  the 

leal     dilti.uliv        linn  .dilation 

lv  ]>avment  would  not  be 
ble.     Hut  Mi   >vdne\- 

oposal  tha:  hoiild  be  n 

on  vali:  by  owners  and  checked 

by  subsequ  <  companied 

by  heavy  penalties  for  deliberate  <  n«nt 

<>i  undn  \.iluatinn,  umild  mrrt  the  difficulty, 
reducing  e\  eligible  minimum. 

It  i  indeed,  be  well  to  recognize  that 

some  evasion  will  takr  pi. ire,  partly  in  con- 
cealment of  non-income-producing  goods.  It 

t  IM  l.rttiT  to  ignore  tlu's  small  percentage 
h  Hie  loss  of  yield  would  probably 

eso  than  that  incurred  by  the  failure  of 
income-tax  to  reach  the  income  which  hides 
itself  under  additions  to  capital.  Such  escape, 
moreow  :ld  not  be  final  and  complete, 

but  would  for  the  most  part  only  mean  de- 
ferred paynu-nt  later  on  under  death  du 

notion  that,  in  order  to  avoid  an  impend- 
ing Irvy,  numbers  oi  by  persons  would 
buy  diamonds  and  otlur  valuables  capable 
of  easy  concealment  i-  tall  i»  ious.  A  few  might 
course  successfully,  but,  if  many 

nptt  d  it  simultaneously,  prices  would 

llv    a-ainM     thrni.    and    it".  '  iir    levy 

was  over,  tl  .jjjht  to  convert  their  valuables 
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again  to  cash,  they  would  sustain  a  loss  pi<>l> 
ably  as  great  as  the  amount  of  the  levy 
they  had  evaded.  Something  could  doubt  K  >s 
be  done  in  the  way  of  concealment  by  buying 
bearer  bonds,  though  it  is  likely  that  facility 
in  evading  income-tax  and  super-tax  afforded 
by  ownership  of  these  securities  has  already 
had  an  effect  in  unduly  raising  their  price. 
Any  attempt  on  a  large  scale  to  use  Hi 
a  way  of  avoiding  an  early  levy  would  be 
attended  by  the  same  loss  as  in  the  case  of 
valuables,  the  levy-dodger  would  lose  both 
in  the  terms  on  which  he  bought  and  on  the 
later  terms  on  which  he  sold,  and  if  he  did 
not  sell  but  held,  in  the  low  rate  he  would 
receive  for  his  investment.  In  any  case,  the 
leakage  thus  caused  would  be  no  greater  for 
a  levy  than  for  its  alternative  a  higher  income- 
tax.  * 

§  12.  Could  the  levy  be  collected  in  forms 
available  to  secure  its  object,  viz.,  the  re- 
duction of  the  debt  and  the  improvement 
of  further  credit  ?  And  would  not  its  col- 
lection absorb  too  much  of  the  fluid  capital 
needed  for  the  reorganization  and  extension 
of  old  businesses  and  the  development  of 
new  ?  In  answer  to  the  first  question,  it 
would  be  both  desirable  and  feasible  to  collect 
the  great  bulk  of  the  levy  in  cash  or  in  war 
loan.  This  could  be  done  by  offering  slight 
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limns     i,,r     payment     in     tiu-M- 

ol   tin-  war  loan  in-  hrld  by 

person^   who   will   be  called   upon  to  pay  a 

and   tin    wealthy   win.  will  pay  tin-   hulk 

iie  gradual  ill   !•••  in  most    cases 

holders   of   coi  l)lc    blocks,    there   ought 

to  be  no  difficulty  in  p  ;ie  greater  part 

of   a    levy.    an.  total 

loan  tid   iu    this  paper,   or   in   cash, 

and   BQ  te   redeinj  I 

thr     list,     i  hi'     ingenious    proposal    of 
>ld,  that   the  Treasury  should  i-^ue  a 
list  ved   securities   at   certain    i 

and    exchange     them     with    war 

stock   holders   under   an    arrangement    which 

•  •d   the  latter  a  sufficient  inducement   to 

the   (\rliange,   offers  a  way  out  of  a 

difficulty.  :e  list  would  include  Colonial 

innirnt      Stocks,      Indian      Governi 

ks,   British  Corporation  Stocks,  Loans  of 

Public   Bodies   in    the    I'niud    Kingdom,   De- 

B    and    Prior    Charges    of    the    Home 

ways,    and    of    the    best    Colonial    and 

Foreign     Railways,     and     Debenture    Stocks 

and  Preference  Shares  of  good  Companit 

It   illicit,  ho\\v\vr,  not  be  necessary  for  the 

Treasury    thus    to    dispose    of    these    sound 

secui:  hd  h     the     levy     put-     into     its 

possession.     It  mi-ht  continue  to  hold  them  as 

1  MrSyducy  AinoM.  1  i^urnal,  June  i 
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productive  assets  against  the  war-hide  btedn<  -ss, 
paying  debt  interest  out  of  their  annual  yield. 
In  certain  cases,  as  witli  British  Kails,  and 
pnhaps  Mines,  Banks  and  Insuramv  Com* 
panics,  where  an  early  policy  of  Nationaliza- 
tion was  contemplated,  it  would  clearly  be 
advantageous  to  keep  their  securities  i'«»r 
financing  this  operation,  and  even  in  other 
instances,  where  nationalization  was  not 
contemplated,  a  policy  of  tightening  Govern- 
ment control  in  such  matters  as  labour  con- 
ditions, investment  of  capital,  combinations 
and  regulation  of  prices,  might  be  iacilii 
by  the  retention  of  a  large  public  interest 
in  these  enterprises.  But,  if  th«  policy  of 
getting  rid  of  these  securities  at  -on<  <  ,  m 
order  to  apply  the  whole  product  of  the  levy 
to  an  immediate  cancelment  of  debt,  were 
preferred,  the  process  upon  which  Mi  Arnold 
relies,  of  procuring  a  voluntary  exchang- 
these  securities  for  war  bonds,  would,  as 
he  urges,  present  no  difficulty  at  a  time  like 
this.  Good  irredeemable  securities  with  fixed 
interest  are  better  as  a  permanent  holding 
than  War  Bonds,  and  there  is  a  much  greater 
prospect  of  their  appreciating  largely  in 
capital  value  as  time  goes  on,  and  as  the 
high  rate  of  interest  upon  new  investments 
falls  to  which  their  temporary  depreciation 
is  due.  If,  as  is  possible,  the  sudden  surrender 
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of    large    quant  it  irs    «.f    war   loans   and   gilt- 
edged     srtmitirs  v    weakened     tin- 
s    of    1  ith    tin- 
•In-  Government  miL-ht  take  the  course, 
'.   bringing  thrh   own  im- 
and    largely    unutih/.ed    credit     into 
bv    way    of    guarantee    t" 
01  bv  dii'-<  t   d«Mlin.u'  with  this  class 
IMS.  with  others  where  the 
instances  of  ownership  imposed  peculiar 
hardships  or  damages  upon  the  payment  of 

a     lr\v    in    M-i\i«-«-ablr     I'm  ins,     illicit     well    be 

0    a    Commission,    empowered     to 
substitute   payinrnt    l>y   instalin  jliiii,' 

a   number   of   years.     To  such   a   Com- 
uld  likewise  be  referred  hard  cases, 
ed  with  trusts  and  nthrr  arrangements, 
wlu-re    ]»!••})(  ii  re    loaded    with    obliga- 

ii    reduced    their    real    though    not 
tlirii    Ir-al  sliip,  and  where  a  full  levy 

.Id  be  inequitable.  The  difficulties,  upon 
whieh  so  nnuli  stivss  's  laid,  connected  with 
a  Irvy  upon  real  property  and  upon  values 
locked  up  in  the  plant,  stnrk.  eta,  of  a  private 
business,  could  mostly  be  solved  by  some 
sueh  expedient.  Spreading  over  the  pay- 
mt  nt  ni  i  he  levy  by  a  series  of  instalments 
would,  of  course,  weaken  the  full  efficiency 
But  it  would  not  violate  the 
\\hi«h  iindnlir-  it.  1  hat  principle 
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is  that  as  much  of  the  debt  as  is  economic  ally 
feasible  should  be  paid  off  as  soon  as  possible. 
If  it  can  be  shown  that  only  a  certain  portion 
can  conveniently  be  paid  off  ininu diatrl\ , 
but  that  another  portion  can  be  paid  oil  1>\ 
a  fixed  number  of  instalments  extending  over 
a  few  years,  the  rest  being  left  to  the  a< 
of  the  ordinary  sources  of  revenue  to  defray 
the  costs  of  a  still  slower  sinking  fund,  it  is 
right  to  recognize  these  limitations  to  the 
efficiency  of  a  capital  levy.  But  it  is  no 
argument  against  the  use  of  the  levy  thai 
it  has  these  limitations.  All  I  have  contended 
is  that,  within  such  limitations,  a  po\v< 
case  can  be  made  for  incorporating  such  a 
levy  in  the  financial  policy  which  must  be 
devised  for  dealing  with  the  emergency  created 
by  the  magnitude  of  the  war  indebtedness. 

One  word  in  conclusion.  As  in  the  case 
of  the  income-tax,  small  values  should  1>< 
exempted  from  a  levy,  and  a  careful  gradua- 
tion should  be  conducted  so  as  to  raise  the 
rate  proportionately  with  the  size  of  the 
property.  All  economic,  moral  and  practical 
considerations  relating  the  ability  to  pay 
to  the  size  of  the  taxable  body  are  as  applic- 
able to  a  capital  levy  as  to  an  income-tax,  or 
ordinary  death  duties. 

In  setting  out  the  two  forms  of   a  capital 
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tlir    01 

war   period,    tlir   ni;  .  all 

I    wealth,    and    in    di-<  u^ing    tin- 

advantages  and   dmi'  ill-  ra«  h    form   I 

have  d  at  no  conduMvr   jud^im-nt  as 

ii  may  best  be  adopts!  in 

our  al    emergency.      A    levy    confined 

<le   wealth    would    have    the   great 

advantage  of  a  stronger  and  wider  imnu 

appeal  to  the  sense  of  justice  \vl  out- 

raged by  the  knowledge  that  great  fort 

•en  made  out  of  t  .iit>,  the  perils 

and   the  MI  lit  rings  of  our  nation,   and   \\ 
would  readily  sanction  the  policy  of  reclaiming 
as    mm  h   of    thi^    wealth   as  is   attainabl- 

apply  it  to  the  payment  of  war  costs. 
A    thoroughly   sound    war-finance   would   not 
|M-nnitted  this  wealth  to  be  amassed: 
\   by  means  of  a  post-war  levy  is 
a  conriti"ii  uf  this  error  ny  who  would 

boggle   at   accepting   any   general    theory   of 
1th   in   relation  to  ability  to  pay 
Id   be   glad   to   take   large   chunks    i 
ill-gotten     gains     or     windfalls    of     \ 
profiteers.    Such   a    policy   would   also    1 
a    p.-.  >o«.  thing     inlhu-nce     upon    the 

mind    of    t  ng    classes,    dangerously 

suspicious    of    the    connivance    and    support 
D  to  ti  profiteering  by  a  '  capitalist 

rnnunt       A>  a  stroke  of  popular  ju. 
'5 
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it  would  win  general  approval.  But  it  is 
beset  by  two  practical  difficulties,  one  of 
which  at  least  might  prove  iiiMiperable. 
The  ascertainment  of  war-profiteering  otf 
embodied  in  new  capital  values  implies'  a 
fairly  reliable  valuation  of  pre-war  capital 
in  its  several  ownership.  For  the  levy  could 
not  be  levied  merely  upon  a  comparison  of 
the  pre-war  and  the  post-war  value  of  the 
several  businesses,  even  if  that  often  difficult 
computation  could  be  made.  For,  as  we  have 
recognized,  it  is  only  individual  income  and 
property  that  have  a  true  ability  to  pay. 
A  comparison  of  the  market  price  of  si i air- 
capital  in  1913  and  1919,  or  of  dividend> 
before  and  after  the  war,  might  afford  some 
tolerably  accurate  measure  of  the  war-made 
gains  upon  which  it  was  desired  to  levy.  But 
this  basis  could  only  be  equitable  and  practic- 
able on  the  supposition  that  the  shares  \\viv 
held  in  1919  by  the  same  holders  as  in  1913, 
no  sales  having  taken  place  by  means  of 
which  existing  and  prospective  war-profits 
were  realized  by  the  vendors.  Moreover,  a 
1913  valuation  might  prove  impossible  in 
the  case  of  many  private  businesses,  and,  in 
any  case,  some  other  instrument  would  have 
to  be  found  for  dealing  with  profitable  busi- 
nesses, not  a  few  of  which  have  sprung  up 
during  the  war  itself.  It  is  evident  that 
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.y  could    only  be  equitably 
by  a  coin)  vidual  wealth, 

involving    a    1913   valuation.      Many   pei 

'ii   to    be    mi 

Mr.     'Hi,-    otha    objection    is    also   of    a 

T"    find    so    substantial    a 

sinn  as  3500  millions  fiom   :  urce  would 

to   demand  a  levy  of    no    less    than 

cent,      To  recover   tins  at  a  single 

Mini.  Him      \\lin      h.l\r      I  n  <  i\,'d     it 

ami    .-prut,    invested,   or  even    l--t    it.    would 

in     many    cases    be    in  able,    and    an 

attempt  to  enforce  it   would  cause  grave  in- 

ial  injuries  to  parties  other 

than    those    immediately    affected.      Such    a 

levy  could  only   be  executed  in  instalments 

h  would  i  over  a  good  many  years. 

But  this  slow  res  of    the   levy  would 

lain  object  of  a  levy,  viz.,  to  procure 

a  larije  immediate  ivlirf  from  the  oppressive 

den  of  the  war  debt. 

If    these    objections    a  uperable,    the 

popn  for  the  enforced  levy  must 

place  to  the  practical  advantages  of  the 
general  levy.    Upon  the  d  issue  of  the 

practical    possibility  of  a  direct  valuation  of 
le  wealth   I  do  not  pronounce.     It  is 
good  deal  of  this  wealth  could 
not  be  traced  or  measured,  e.g.  the  cons 
made    by    many    pn 
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and  farmers.  But  it  does  not  SIM  in 
facie  impossible  that  a  strong,  able,  and  im- 
partial Committee  (were  such  procurabl<  , 
with  Statutory  powers  to  call  for  accounts 
and  to  summon  witnesses,  might  trace  1 
quantities  of  war-gains  arising  in  certain 
fortunate  trades  and  businesses  to  their 
recipients  and  reclaim  the  bulk  of  them  for 
the  public  revenue.  The  fact  that  other  war- 
gains  could  not  so  be  traced  and  taken  ought 
not  to  bar  recovery  where  it  is  possible.  It 
is  no  valid  answer  to  the  recovery  of  certain 
stolen  goods  from  the  receivers  that  otli<  T 
stolen  goods  cannot  be  found.  This  analogy 
is  no  whit  impaired  by  urging  that  in  m<>M 
cases  no  personal  guilt  attaches  to  those  who 
in  business  have  merely  taken  advantage  of 
a  strong  situation  in  which  the  war  has  placed 
them.  Wealth  made  by  a  combination  of 
war-made  shortages  and  extravagant  public 
finance  ought  to  belong  to  the  public,  and  if 
it  is  stolen  or  lost  in  transit,  it  should  be  re- 
covered where  it  can  be  found.  In  any  case, 
the  appointment  of  a  Special  Committee  on 
War  Profiteering,  with  a  view  to  such  recovery, 
ought,  I  think,  to  be  made  without  delay. 
Before  it  is  appointed,  it  may  be  premature 
to  pronounce  upon  the  impossibility  of  a 
restricted  levy,  capable  of  making  a  con- 
siderable yield  to  the  redemption  of  the  debt. 
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of  most  of  those  v  vour 

a  I-  r,  opposed  to  the  view  tli.it 

a  sufficient  sum  of  money  could  be  got  by 

MI«  li  .t   l«-vy,  and  they  are  firmly  convinced 
that  a  general  levy,  involving  a  valuation  of 

all  a<  (  umulatril   \\.-.ilth  on  its  presmt   value, 
i>    the    only  -able    altr  to    a 

dangerously   hi.^h   inron, 


CHAPTER    IV 

KM  ATIONS  OF  IMPKKIAI.  K  > 
TAXATION 


modern  State  finds  Itseli  in 
need  of  a  continually  increasing  income 
for  the  performance  of  new  non-remunerative 
work,  and  for  the  enlargement  and  improve- 
ment of  existing  public  services.  Compara- 
tively little  of  this  new  or  enlarged  work  is 
directly  and  specifically  productive  of  wealth 
upon  which  the  cost  of  the  State  service  can 
be  charged.  Though  public  health,  educa- 
tion, defence  and  industrial  regulations  may 
be  considered  conducive  to  the  improved 
economic  productivity  of  the  nation,  this 
economic  gain  is  not  the  sole  or  even  the 
main  object  of  the  State,  nor  is  it  so  certain, 
immediate  and  measurable  as  to  furnish  a 
specific  revenue  for  the  performance  of  the 
public  service,  as  in  the  case  of  the  Post  Office 
Services.  The  cost  of  most  of  these  services 
must  therefore  be  defrayed  out  of  the  general 
income  of  the  State.  That  income  must  be 
obtained  cither  from  the  profitable  exploita- 
tion of  State  properties  and  monopolies,  or 
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by    general 

'••     oWllelship     ,,f      l.il: 

railways,    banks   and   other   lucr.. 
resources,  ei  tin-   public  revenue  to  be 

iied     b\  .Hid     p!  .ilich 

-•  are  l«  n  in 

•  N  may  be  applied  to  help  to 
bear  the   cost   of   non-mm;  e  services. 

Hut  even  in  these  cases  it  appear  tint   the 

and  pintus  thu-  l>y  the  State  are 

t    taxes  up« -n  the  income  of  < 
in  the  shape  .  .in  their  purchase 

of  tlie  goods  or  services  delivered  to  th« m  by 
the  State.     For,   \vlun   the  State  admini 
a     pnnlu.  ti\'r     and     rnnunt-rative     service     of 

li  it  has  a  monopoly,  it  can  rithrr  supply 
the  goods  or  service  at  cost  price  to  the  com- 
munity, or  it  can  levy  an  arbitrary  toll, 
working  its  public  monopoly  on  business  lines 
as  would  a  private  owner.  If,  in  order  to 

v  the  cost  of  other  specific  services,  or 
general    revenue,    the   State 

us    the    latter    policy,    its    action    ought 

ly  to  be  recognized  as  a  method  of  taxa- 
tinn.  The  determinate «n  of  State  policy  is 
net.  however,  as  a  rule,  guided  by  mere  or 
immediate  considerations  of  finance.  Low 
railv  be  given  in  order  to  promote 

:h    and    amenities    by    helping    to    relieve 
u    of    population    in    ati< 
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drink  or  tobacco  monopoly  may  impose 
prices  and  earn  a  high  profit  primarily  for 
public  order  and  hygiene  or  in  order  to  clurk 
ssive  consumption  of  luxuries.  A  ^til- 
administered  State  will  certainly  use  its 
economic  monopolies  to  achieve  other  sen-  ice- 
able  objects  than  the  provision  of  revenue. 
The  desirability  of  providing  cheap  food, 
fuel,  travel,  carriage,  insurance  or  credit, 
will,  in  many  cases,  disable  the  State  from 
reaping  a  large  direct  revenue  out  of  the 
economic  services  it  owns  or  controls..  To 
encourage  or  discourage  certain  habits  of 
consumption  may  be  deemed  more  truly  pro- 
fitable for  a  State,  in  relation  both  to  its 
higher  purposes  and  to  the  future  economic 
productivity  of  the  nation,  than  to  exploit 
these  monopolies  for  present  purpose  of 
maximum  public  revenue.  Upon  the  whole, 
the  tendency  of  a  modern  progressive  State 
will  be  to  use  its  increasing  economic  control 
to  supply  sound  goods  and  services  at  cost 
price  in  all  cases  except  where  health,  public 
order,  or  some  other  clearly  defined  ad- 
vantage accrues  from  restricting  or  regulating 
the  supply  of  the  goods  or  services  controlled. 
We  cannot,  therefore,  hold  it  likely  that  our 
post-war  State,  however  greatly  it  extends 
its  ownership  or  control  of  specific  industries 
or  services,  will  utilize  the  power  of  monopoly 
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my  large  extent  as  a  Source 

•  •venue.     In  oth«-i   wur<l>,  the  great 

hulk   nf   thr   increasing  revnn:  modern 

mds   must   come  out   of  ordinary 

§2.   II  be   <lrinaml    fur   a   thorough 

ploration  of  the  taxability,  or  ability  to  pay, 
d  in  thr  n  elements  of  income 

possessed    by    members    of    the    community 
For  all  taxes,  direct  or  indirect,  upon  whom- 
soever levied,  are  in  thr  last  resort  deductions 
from  thr   monetary  and  real  incomes  of  in- 
rs    of    thrir    spending-power 
to  the  State.     Death  duties  are  taxes  upon 
the  parts  of  annual  incomes  which,  not  being 
spent,    have    accumulated,    and    can    bear    a 
second    or    special   tax  when    they  pass    by 
h.      Now   those   parts   of   income   whi<  h 
necessary  to  support  the  producers  of  that 
income    in    thr    output    of    their    produ« 

^y,  have  no  taxable  capacity.     For  any 
attempt  to  touch  them  would  react  in  a  re- 
ion    of   the   productive   capacity   of    the 
'ii,  the  source  of  the  wealth  from  which 
all  future  taxes  must  be  raised.     Again,  in  a 
community   where   provision  is  made   by   in- 
lual  saving  for  large  increases  in  futuiv 
prod  in  order  to  provide  for  the  needs 

mticipated  increase   of  population  or 
a  rising  standard  of  consumption,   a  similar 
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iininunity  from  taxation  must  attach  to  the 
minimum  interest  necessary  to  evoke  tin 
required  amount  of  that  individual  saving. 
The  items  of  income  needed  to  defray  tin -sc 
costs  of  production  have  no  true  taxable 
capacity,  and  any  tax  which  seeks  or  tends 
to  assail  them  is  ipso  facto  a  bad  tax.  It 
follows  that  all  surplus  incomes  over  and 
above  these  costs  possess  taxable  capacity 
in  various  degrees.  Economic  rents  and  all 
such  portions  of  interest,  profits,  salaries, 
and  other  income  as  represent  the  operation 
of  monopoly,  scarcity,  or  some  stroke  of 
economic  force  or  luck,  some  exploitation 
of  a  favourable  opportunity,  are  the  only 
proper  objects  of  taxation.  Not  being  due 
to  any  laborious  effort  or  sacrifice  on  the 
part  of  their  private  recipient,  their  removal 
does  not  diminish  his  productivity,  except 
in  so  far  as  their  expenditure  has  been  50 
embedded  in  a  class  or  personal  standard  of 
living  that  a  too  sudden  or  violent  attack  upon 
it  might  cause  an  injurious  failure  to  adapt 
himself  at  once  to  a  lower  standard.  Apart 
from  this  consideration  we  find  in  these 
economic  surpluses  an  absolute  ability  to  pay. 
But  the  application  to  the  practical  problems 
of  taxation  of  the  distinction  between  costs 
with  no  capacity  and  surplus  with  absolute 
capacity  to  pay  is  full  of  difficulty.  l<-i, 
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in  the  operations  of  industry  and  the  cmer^- 

in«omr.   it   is  seldom  possible  to 

ly    between    costs 

his,   "i    to   measi;  in   tin- 

case   of   rents   of   l.m«l    tin-   part   attributable 
to  natui.il  n  .11.  itv  .  fertility  is 

ult  to  separatr  h«m  tin-  part  attiibir 
to  in  :n<-nts  du.  :11.  t-nterprise 

the    investi  In    most    otln-r 

cases  surpli  more  closely  linked   up 

with    N  •<»    paymeir  ability 

and  saving.  These  consign ati«>ns,  though  not 
the  (listim  ti«»n  between  costs 
and  surplus  in  respect  to  taxability,  point 
to  the  inadvisability  of  basing  any  taxing- 
system  upon  the  separate  measurement  of 

ments   in    income.     The   pra< 
sound  loo   is  found  in  the 

sumption     tli  roportionate     taxable 

of  individual  incomes  varies  directly 
with  thrir  si/e,  i.e.  the  larger  tin-  income, 
tlu-  larger  the  proportion  of  taxable  surplus 
it  contains. 

§  3.  But  the  fact  that  the  inconi  h  in 

its  acquisition    i-   an   individual    ino>n 

xprnditure,   as  a  rule,   a   family  income, 

has  an  important  bearing  upon  the  tax-policy. 

i  u^.   in  considering  the  '  cost ' 

oi"   an   ino.ni  into  account   the 

size    of    the    dependent     family.       Adnn 
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already  in  the  system  of  allowances  for  wile 
and  other  dependents,  this  principle  must 
be  fully  incorporated  in  our  taxing-poll.  \- 
so  as  to  recognize  that,  as  regards  all  W  or 
moderate  incomes,  taxability  varies  inversely 
with  the  number  of  those  dependent  «>n 
the  income.  The  income-tax,  thus  amended 
and  graduated  smoothly  so  as  to  avoid  the 
irritation,  injustice,  and  evasions,  due  to 
sudden  jumps,  curved  more  steeply  on  the 
higher  grades  in  accordance  with  our  geneml 
law  of  taxability,  would  remain  the  chief 
instrument  for  the  collection  of  State  revenue. 
It  would  be  supplemented,  as  now,  by  the 
death  duties,  graduated  still  more  steeply 
in  the  higher  estates,  by  which  would  p 
to  the  public  purse  large  portions  of  surplus, 
accumulated  sometimes  through  several 
generations,  which  had  not  been  adequately 
tapped  by  any  annual  income-tax.  A  higher 
taxation  of  the  larger  annual  incomes  would, 
of  course,  in  time  slow  down  tne  accumulation 
of  large  estates,  diminishing  the  proportionate, 
though  not  necessarily  the  absolute,  contribu- 
tions of  death  duties  to  the  revenue. 

§  4.  An  intelligent  interpretation  of  this  tax- 
ing-policy condemns  all  taxes  on  commoditirs 
and  other  indirect  taxation  as  vexatious  and 
costly  methods,  injurious  alike  in  their  ass< 
ments  and  collection,  their  shifting  and  their 
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«.es    are     occa 

1<     mi  umunds   than    those   of 

as     instruments     fm     (hocking     the 

\      piu.lu.  tion      and     <  nnsumptimi     of 

hiMiiy   involving   injury  to 

social  order.     Import  du 

e  and  s,  may  be  utilized  for  these 

pin  poses,     |.iin-in-     in.  idnital     i.-vniue.     But 

ordinal y  import  duties,  general  or  dk< 

ttve,  ;>able  of  bringing  any  net  gain 

to  tl  H'nal   revenue.     Ultimately   falling 

upon   tl  «»f   the  people  in  the  im- 

((•untry,    by    raising    prices    and    re- 

real  value  <>t  their  money  incomes 

they    inilirt    hea\ry    damage.     Costing    much 

xpenses  of  collection,  directing   much   of 

aj'ital    and    labour  of    the    nation  into 

less    productive    channels    than    they    would 

nth«T\vis,-    ha\v    takni.    and    weakening    the 

stimulus    to    the    discovery    and    applic. 

of     ini]>roved    technique,     they     reduce    the 

aggregate  yield  of  wealth  and  s<>  the  '  surplus  ' 

from    \shirh   State   revenue   can   properly   be 

rare  cases  in  which  the  foreigner 

can    be  made  to  pay  (i.r  when  tlu    import 

tax  falls  on  foreign  surplus  incomes)  are  so 

.nous  and  incalculable  as  to  make  them 

rightly  negligible  in  a  taxing-policy.     Import 

duties    (unaccompanied   by   excise)    are   only 

all,  for  other  purposes  than 
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revenue,    for   example,    as   a    weapoti    in 

international  campaign  against  '  sweating.' 

Such  is  the  normal  policy  by  which  a  pro- 
gressive  State  should  levy  taxes,  in  order  to 
supply  itself  with  revenue.  In  order  to  meet 
the  abnormal  financial  situation  produced  by 
the  war,  we  have  examined  tin-  practicability, 
economic  and  political,  of  two  proposals  for 
a  capital  levy,  one  of  large  dinx -unions  confined 
in  its  incidence  to  capital  values  made  during 
the  war  period,  the  other  of  a  general  kind, 
though  of  smaller  dimensions.  We  came  to 
the  conclusion  that,  though  it  would  not  be 
practicable  to  add  to  the  improved  and  more 
productive  income-tax  a  capital  levy  as  a 
normal  or  repeated  instrument  of  revenue, 
these  objections  are  overborne  by  the 
special  considerations  of  the  war-emergency. 
In  other  words,  such  a  special  levy  as  is 
here  proposed  would  not  have  the  damaging 
reactions  upon  future  savings,  productivity 
and  taxable  yield  which  its  opponents 
allege  against  it.  Nor  do  the  undoubted 
difficulties  of  valuation  and  collection  preclude 

it>  use. 

.  .  •  .  », 

§  5.  To  this  general  summary  of  the  theory 
and  policy  of  taxation  I  desire  to  add  the 
lollowing  important  implication.  If  this 
policy  be  consistently  adopted  and  developed 
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i   State  -hr 

driavecl  adjustment  between  -tl  and  local 

ace  becomes  «  !v  UIL 

service!  immced  by  local   government 

be    o  ly    groupe  two 

head       i      t    con  ^e    produc  it  r- 

:.  h  a>  supply  water,  gas,  and  elec  tii«  ity, 

i^ens,  for  v. 

are  made  by  them  »itlur 
in  the  >h.ipe  of  a  separate  rate  or  by  retail 
payint-nts  i"«>i  each  unit  of  supply.  These 

\-   l)iisinr>s  transit  tinns  witli  which 
imperial    finance    has    no    proper    conm 

pt  so  far  as  the  State  may  be  req\; 
to   s  i    the    raising   of   loans   for   ca 

:i(litiii«        i  lie  thus  raised  is  not 

line.  Attempts  have  frequently  been 
made  in  theory  and  in  practice  to  distinguish 
am«'ii^  the  numerous  other  services  locally 
administered  certain  ones  as  being  of  dis- 
tinrtively  national  value  1mm  others  of  m« 
01  m  u  nly  local  value.  Among  the  former 

(  ommonly  placed  such  services  as  Edu- 

n,  Public  Health,  and  Poor  Relief  ; 
anioni;  the  latter  such  material  arrangements 
and  improv  3  as  the  making  and  repair 

ot  ri  lieir  el-  iiting,  and  the 

u   of   parks,    libraries,    museums,   etc. 
But  a  little  reflection  >lm\\-  alleged 

ilistinetion   between  services  of   natinnal 
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services  of  local  benefit  cannot  IK  maintained. 
In  all  alike  the  primary  benefit  is  confined  to 
the  local  inhabitants  :  in  all  these  local  benefits 
alike  the  nation  participates.  For  in  modern 
times  there  is  nowhere  to  be  found  such 
municipal  self-sufficiency  as  prevailed  in  the 
medieval  city,  and  survived  in  some  measure 
up  to  railway  days.  Commerce,  communi< 
tions,  mobility  of  population  have  conspired  to 
destroy  the  old  localism. 

We    cannot  therefore   deal   with   municipal 
finance  by  merely  asking  and  answering  the 
question   cui   bono  ?     For   local   and   national 
benefits  interpenetrate  and  are  indistinguish- 
able.     And    yet    it    is    undeniable    that    the 
citizens  of   Birmingham   or   Bradford  have   ;i 
far  keener  and  stronger  interest  in  their  streets 
or  trams,  or  schools,  than  has  the  rest  of  the 
nation,  and  that  in  virtue  of  this  special  inter* 
there  devolves  in  them  an  important  or  even' 
a   predominant    part   in   their   administration 
and    finance.       Evidently    the     chief    de- 
control of  their  paving,  lighting,  care  of  local 
poor,  must  be  vested  in  the  local  authoriti< 
who    alone    can    know    the    detailed    circum- 
stances.    But  it  is  equally  evident  that  the 
wider  national  interest  carries  a  duty  of  super- 
visory control,   and  that   these  two   controls 
must   both   be   represented   in   finance.      The 
municipality  cannot  be  allowed  to  determine 
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u  expensive  policy  for  v. 
it  has  no  financial  responsibility      1    b  equally 
i  ih«   S1  to  require  conformity 

to  a  ual  standard  of  efficiency  on   the 

part  of  local  administrate  us,  it  must  be  pre- 
pared to  assist  in  tin-  im.mce.  Witli  the 
development  of  the  national  standard  this 
policy  of  national  supervision,  advice,  and 
finances  must  continually  assume  greater 
prominence,  and  an  increasing  part  of  t  he- 
required  expenditure  will  devolve  upon  the 
te.  This  consideration  gives  great  im- 
portance to  tin-  invention  of  the  Grant 
in  Aid  as  the  instrument  of  national  and 
local  corporation  in  municipal  services.  Mr 
Sidney  Webb  has  given  the  following  account 
of  the  objects  which  this  invention  is  designed 
to  serve. 

"  Grants  in  Aid  are  necessary,  in  the  first 

case,    to    prevent    an    extreme    inequality    of 

burden    between    one    district    and    another. 

To  leave  each   Local   Authority  to   pay   for 

>wn  sanitation,  its  own  schools,  its  own 

roads  and  bridges,  its  own  sick  and  infirm  and 

its  own  aged  poor,   would  mean   that  some 

districts  would  have  to  incur  a  rate  in  the 

or  even  twenty  times  as  great  as 

t   tin    achievement  of  the  object 

ads,  as  Mr  Webb  shows,  upon  the  proper 

;i    Aid.  -e    way 

16 
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actually    to    aggravate    this    inequality,    and 
to  transform  the  Grant  in  Aid  from  a 
ficent  to  a  maleficent  force  is  to  make  it  \ 
in  proportion  to  the  rateable  value   oi 
district,  which  is  actually  how  several  of  the 
Grants    in    Aid    have    been    allocated,    thus 
giving    to    the    richer    districts    which    h 
least    administration    to    pay    for,    and    the 
greatest    means,    more    than    to    the    poorer 
districts,   which  have  most  administration  to 
pay  for  and  the  least  means."  1 

The  second  object  achievable  by  Grants 
in  Aid  is  that  "  They  are  needed  to  give  weight 
to  the  suggestions,  criticism  and  authoritative 
instructions  by  which  the  Central  Authority 
seeks  to  secure  greater  efficiency  and  economy 
of  administration/'  Thirdly,  "They  furnish 
the  only  practicable  method,  consistent  with 
local  autonomy,  of  bringing  to  bear  upon 
local  administration  the  wisdom  of  experience, 
superiority  of  knowledge,  and  breadth  of 
view  which,  as  compared  with  the  adminis- 
trators of  any  small  town,  a  central  execu- 
tive department  cannot  fail  to  acquire,  for 

,  the  carrying  into  effect  the  general  policy 
which  Parliament  has  prescribed/'  "  The 
fourth  reason  for  Grants  in  Aid  is  that  only 
by  this  means  can  we  hope  to  enforce  on  all 

>  Local  Authorities   that  '  National  Minimum  ' 

1  "Grants  in  Aid,"  ch.  ii.     (Longmans.) 
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in  local  services  whi»  h   \\v 
see     to     be     indispensable     in     tin-     n.it: 

est." 

§  6.    I  1  l>v  tin-  st.itc  as 

in  Aid  to  local 

\vitli    tin-    analysis   of   the   in- 
ice    of    national    taxation    adopted 
be  derived  from  the  general  body  of  surplus 
ome.     But    v  the   fund 

upon    \vliirh    Local    Autl.  ran    pn>; 

iuir   contribution   to   the   maintm- 

>ervices  ii  sprain    pay- 

nuiii  nut  taken  ?     Do  the  local  benefits 

e  services  take  a  definitely 

hape  m  measurable  terms  of  iin- 

e    for    any    class    of    citizens  ? 

hey   do,   then   there  emerges  a   body   of 

th  due  to  pul  j>enditure  upon  \\ 

may   equitably   and   economically   be 

il   to   defray   that   expenditure   in   \vh<>lr 

or  part.      Now  i:  tain   that  clean,  well 

ted  streets,  open  spaces, 

and  >cal  utilities  and  amenities,  helping 

to  draw  intu  tli«  tu\vn  some  population  from 
the  country,  or  from  neighbouring,  but  worse- 
equipped  towns,  increase  the  ground  value 
and  the  annual  rental  which  landowners  can 
claim.  the  only  taxable  surplus 

created  by  public  expenditure  upon  these 
utu  md  ameniti'  say  yes. 
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arguing  that  any  other  benefits,  whether 
economic  or  not,  which  such  public  services 
render  to  business  and  professional  nun  and 
to  private  residents,  are  charged  up  against 
these  primary  beneficiaries  in  higher  rents. 

iough     house-owners     or     i  as 

distinct  from  ground  landlords,  will  get  SOUK 
gain  out  of  the  situation,  the  whole  advan- 
tage will,  they  urge,  eventually  pass  into 
the  pockets  of  the  landowners.  Shopkeep 
may  begin  to  benefit  because  the  town  made 
healthy  and  agreeable  by  the  public  policy, 
has  drawn  well-to-do  residents.  But  shop 
rents  will  soon  go  up,  the  owners  of  the  pro- 
perty taking  the  gain.  So  with  the  advantage 
which  the  general  growth  of  population  and 
of  demand  will  bring  to  other  business  and 
professional  men,  it  will  in  every  case  enable 
the  landlord  to  raise  Ms  rent. 

But  this  extreme  position  attributed  to 
landowners  by  many  single-taxers  is  not 
seriously  tenable.  It  rests  on  the  assumption 
that  the  local  land  is  strictly  limited  in 
amount,  and  belongs  to  a  single  landowner, 
and  that  business  men  and  residents  have  no 
option  of  transferring  their  business  and  homes 
to  other  local  areas.  Now  this  assumption 
is  invalid.  Even  in  the  case  when  all  the 
town  area  is  owned  by  one  man,  his  power 
to  take  by  rack-renting  the  whole  economic 
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benefits   of   municipal   expmditm  :nited 

by    several  and 

st  obvious,  of  c«  stence  of 

68     whicli    s,  dining    the 

Binder  of  tlu-ir  tm.tncy  tin-  whole  or  part 

economic    1>«  But    apart    from 

this,    tin-    iimnnpnlv   of   t«>\vn    land    is   cjiialified 

by  the  policy  of  most    municipal  i    « -n- 

largin^  the  effecti  n  ,u«  .tl 

and   for    many   business   purposes,    by  cheap 

and  rapid  transport  to  outside  belts  of  land, 

n    accompanied    by    enlargement    of    the 

nui:  t>a.      This    increased    supply    of 

land  accompanied  by  development  of  building 

n    suburban   areas   can   operate   as   an 

effective  restraint  upon   the   raising  of  rents 

rithrr  by  ground  landlords  or  lessors  of  town 

buildings.     This    power    of    businesses    to    go 

id«    the  town  afea  is  an  important  and 

growing   check    upon    town    landlords,    which 

may  be  made  extremely  effective  when  not 

only  cheap  transport  but  cheap  electric  power 

industrial    uses    is    obtainable.     Furth- 
although  thr  inconvenience  and  loss  incurred 
by  moving  a  place  of  business  or  a  residence 
i  <>n,    town  to  another,  or  even  from  one 
part  of  the  same  town  to  another  part,  is  a 
1  source  of  economic  strength  to  landlords, 
the    existence    01  neighbouring    towns,  > 

pursuing     a     similar     progressive     policy     of 
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municipal  development,    furnishes   a   powerful 
rlement   of  competition   for   persons   not    t 
down  closely  to  a  single  central   town   area. 
These  are  real  checks  upon  the  power  of  a 
monopolist  landlord  to  secure  for  himself  tin 
full    economic    value    of    municipal    improve- 
ments.    While,    then,    it    is    undeniable    that 
a   large   part    of   such   gains   from    monopoly 
expenditure  fall  to  the  landowner  and   Lea 
holders  (during  the  period  of  the  lease)  it 
equally  the  case  that  industrialists,  tradesmen, 
professional   men,    and    other    occupants,    are 
partakers   to   a   considerable   extent    of   these 
gains.      So    far    as    the    benefits    from  such 
municipal      expenditure      are      non-economic 
gains,    such    as    health,    intelligence,    and 
creation,    they    produce    no    fund    capable    of 
bearing  a  rate.     But  when  the  benefits  accrue 
in  real  and  monetary  income,  there  is  clearly 
a  valid  case  for  rating  this  income,  so  far  as 
it  can  be  ascertained  or  reasonably  presumed, 
for  the  support   of  the  local  expenditure   to 
which  it  owes  its  origin. 

§  7.  The  existing  rating  system  which  con- 
fines its  demands  to  income  from  real  property, 
land  and  its  '  improvements/  can  only  be 
defended,  on  the  ground  that  other  municipally 
made  income  is  too  elusive  to  reach  although 
it  certainly  exists  and  has  ability  to  pay. 
It  cannot  seriously  be  maintained  that  the 
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basinet  uses  or  a  house  is  any 

irli.ih!  possession    of    these 

economic   gai  :n    mimic  ipal   expenditure 

on    the  part  of   the   occu;  is   no 

:i   of  the  problem  of  how  to 

locally  ad  ii 

economic  suiplu-s  n  rated  by  those  services. 

For,  as  we  rccoi  n  no  respect  is  a  town 

or  local  unit  so  compact  and  separate 

an  economic  area  that  out  ctors  do  not 

rntrr   intn  rvny  aspect  of  its  economic  life. 

>ugh   an    inrrease   of   town    hind    value- 

.•Irntly    due    in   part   to   local   expenditure 

in    it^    intlurnce    upon    the    population    and 

prosperity  of  thr  town,  these  very  elements 

population     and    prosperity    are    largely 

cted    by  general    outside    factors 

\vh  y  be  termed  national,  and  which  in 

ir  turn  air  influenced  by  still  \vidrr   ten- 

>.     Still  more   i>    this   true  of  benefits 

which  accrue  to  other  >  from  th- 

nditure.      Traders,   professional  men  and 

in    a    progressive    well-administered 

.   will  all  mjoy  ( ntain  advantage^  realized 

in  coo  crms  ^:  income  or  increased 

earning  power.     Part  is  due  to  the  local  good 

government.      But  how  much  it  is  impossible 

to  gauge. 

A  revised  taxing-system  must  have  regard 
to  these  difficulties.     It  will,  1  think,  do   \\vll 
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to  discriminate  between  the  increases  of  land 
values  due  to  local  administration  and  other 
economic  gains.  So  large  a  part  do  local 
improvements  play  in  the  former  case  as  to 
justify  a  special  contribution  from  this  source. 
This  could  take  shape  in  a  special  local  tax 
on  land  values  so  assessed  as  to  stimulate 
landowners  to  put  their  land  to  its  most  j>m- 
ductiye  use.  Since,  however,  it  cannot  be 
presumed  that  land  values  or  even  their  annual 
increments  are  wholly  or  even  chiefly  attribu- 
table to  local  expenditure,  the  interest  of 
the  State  in  this  form  of  surplus  value  must 
be  duly  safeguarded  by  a  strict  limitation 
of  this  rating  power  upon  land  values. 

On  the  other  hand,  it  is  clearly  desirable 
that  Local  Authorities  should  have  incomes 
at  their  own  disposal,  derived  from  local 
sources,  and  put  to  local  beneficial  uses.  A 
local  income-tax,  or  a  sur-tax  on  local  incomes, 
sometimes  suggested,  is  quite  impracticable. 
If  such  a  tax  were  confined  to  persons  residing 
in  the  local  area,  evidently  many  of  the  richest 
business  t  people  would  escape,  having  their 
domicile  outside.  Moreover,  an  increasing 
number  of  the  larger  and  more  lucrative 
businesses  are  not  confined  within  one  local 
area,  either  fot  their  operation  or  their  market, 
and  in  such  cases  it  would  be  impossible  tp 
earmark  any  proportion  of  the  income  as 
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•ied  in  one  lo<  How  could  a  railway, 

a  bank  UK  h  shop,  or  even  a  local  firrm 

»ck  brokers  or  dealers,  be  assessed 
ome  earned  within  ,my  single  municipal 
arly    no    such    nl.it inn 
i  .m  income  area  and  an  area  of  lo< 

ti"ii  as  to  give  validity  to  h 

propos 

§  8.  What    is    required    is    some    approxi- 
init.lv  sound   way  of  getting  a  special  con- 
>n   to   local  expenditure   from   persons 
whose  s  presumably  contain   elements 

due   to  ra  riuliture.     Since  this  cannot 

achieved  by  a  residential  income-tax,  some 
« r   index   of  ability  to  pay   must   be  re- 
cognized.    The  present  basis  of  annual  rental 
value   of   occupied   buildings   appears   to   me 
to  be  the  best  available  index,  provided  certain  / 
important   changes   in   assessment   are   made.,/ 
In    the    first   place,   since   it   is  locally   made 
in.  < 'in,    we  are  seeking  to  tap,  the  same  pro- 
cess of  graduation  as  is  applied  for  imperial 
-tax  is  applicable  here.    The  failure  to 
slight    and    clumsy  gradua- 
i  adopted  for  rentals  below  £100  beyond 
-    limit   is  a  quite  indefensible  application 
of   the  taxing  principle.     But   if  housing  ac- 
commodation is  to  be  taken  as  an  index  of 
locally  created  income,  the  rating  must  have 
ird  also  to  the  general  test  of  ability  to 
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bear  furnished  by  the  number  of  persons  de- 
pendent on  the  housing  accommodation 
ten-room  house  occupied  by  a  family  of  nine 
must  not  be  rated  on  the  same  terms  as  if 
the  occupants  were  only  three.  11  1-  rating 
in  the  two  cases  need  not  be  in  the  ratio  of 
3  to  i,  for  a  large  proportion  of  the  accom- 
modation of  a  house  has  small  reference  to 
the  number  of  its  occupants.  Nor  is  it  de- 
sirable to  apply  inducements  to  overcrowding 
or  even  to  excessive  economy  on  house  room. 
But  a  considerable  allowance  in  the  rating 
system  for  number  of  occupants  ought  to  be 


If,  as  is  sometimes  pleaded,  certain  persons 
choose  to  spend  a  larger  proportion  of  their 
income  than  others  on  a  large  showy  house 
in  an  expensive  neighbourhood  they  will 
doubtless  be  disproportionately  rated.  But 
this  is  a  doubly  serviceable  result.  For  by 
operating  as  a  deterrent  against  extravagant 
expenditure  on  housing,  it  economizes  for 
the  general  body  of  citizens  the  aggregate 
supply  of  housing  and  tends  to  lower  rents. 
Finally,  if  a  sound  and  equitable  rating  is  to 
be  effected,  the  methods  of  assessment  must 
be  improved.  This  can  only  be  achieved  by 
entrusting  the  process  of  valuation  to  properly 
trained  persons  appointed  by  the  Local 
Government  Board,  instead  of  to  officials 


IM   I    VI  [0NS   ol     MM    \|      |\\  \Tln\     | 

Local    Authorities   notoi 
inilucii* cd  in  i.itin-  cases  by  personal  lu- 
ll 11  known    that    tin-    assessment    by 
Local  Autln 'titles,  especially  in  imal 

"Urn  incomp«  <  nly  and  dislnm. 

e  under-assessnunt  of  lar^v  pi"i>erties  be- 
longing to  members  of  tin  taxing  authority, 
tli«  and  other  persons  of  local  in- 

Ivinij  a   higher  general   ratr  tl 
should  be  necessary,  is  a  frequent  and  -us 

scandal. 

ere  possible  to  discover  and  to  measure 

with   mi>drrate  accuracy  the  pecuniary  gains 

1  by  private  citizens  and  local  businesses 

;n   local  services,   it    would   be  convenient 

!    reputable    to    defray    the    cost    of   su 

>  ( ntirely  by  means  of  rates  laid  upon 
this  puMii-ly  nvated  surplus.     But  as  a  inuni- 

tlity  or  other  local  area  tends  to  become 
less  and  less  a  self-sufficing  unit  for  all  economic 
and  othn  purposes,  it  must  become  con- 
tinually less  possible  to  track  down  and  measure 
such  local Iv  made  gains.  For  this  reason  it 
will  be  necessary  for  the  State  continually 
to  se  a  more  rigorous  supervision  of 

local  .    so    as    to    restrain    the    Local 

Authority    iVum    ti  upon    taxable    re- 

sourci  li  are  not  properly  loc^l  surpluses 

h  are  needed  for  imperial  purposes. 
This  iv-tiutioii  will  probably  be  accompanied 
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by  an  increasing  dependence  upon  Giants  in 
Aid  for  important  local  services.  This, 
however,  need  not  be  taken  as  self-evident. 
For  just  as  a  valid  internationalism  re- 
quires and  stimulates  distinctive  qualities  and 
capacities  in  its  national  constituents,  so  a 
valid  nationalism  should  not  aim  at  a  too 
rigid  standardization  of  local  conditions,  but 
should  engourage  local  character  to  express 
itself  in  institutions  and  services  administered 
and  financed  mainly  or  entirely  from  local 
resources.  The  art  of  municipal  self-go  vnn- 
ment  is  still  immature  and  experimental, 
and  financial  policy  should  make  allow- 
ance for  freedom  of  growth,  and  for  the 
utilization  of  the  keener  public  spirit  which 
breathes  within  the  smaller  areas  of  human 
fellowship.  While,  therefore,  it  is  likely  and 
reasonable  that  State  control  and  State  finance 
will  figure  more  largely  in  certain  spheres  of 
local  government,  this  is  quite  consistent 
with  a  wider  local  autonomy  in  other  spheres, 
the  larger  aggregate  of  civic  services  affording 
scope  for  both  tendencies.  So  intimately  are 
the  secret  springs  of  economic  prosperity 
associated  with  all  services  which  constitute 
to  human  health,  development,  and  happiness 
that  it  may  be  taken  as  a  sound  assumption 
that,  though  these  services  may  be  directed 
primarily  to  the  attainment  of  non-economic 
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objects,  the  higher    t  mclard  of  personal  and 

.o     Immunity     whieh     th»-y     establish 
will    yield   as   a   necessary   by-product 
increase  of   wealth  as  will  serve   to  d« 

public  expenditure  those  services  involve, 
local  equally  with  national.     Sn<  h  .<  nts 

in    accordance    with   our   general    tl 
Mxatinn   n. ti in. illy  adapted  and  designed 
thi>  puMic  purpose. 
§  9.  Thi>  luiei  «  :i  ui  the  relat: 

Aeen   Central   and   Local   Governn 

respect  of  the  raising  of  revenue  for  public 

.    greatly    >tn -ni^thrns    tin-    acceptance 

ur  basic  principle  that  taxing  autho; 

liinl  in  surplus  incomes  the  only  funds  with 

ability  to  pay.     Where  there  is  a  legiti- 

pivMimptiun  that  certain  of  these  surplus 

values    an  ily     traceable    to     benefits 

accruing  from  local  public  expenditure  there 

strong  prima  facie  ground  for  earmarking 

MI<  h    values    for    contribution    to    the    local 

revenue.     11  case    alike    for   local 

taxation  of  increments  of  land  values  within 

the    locality    and    for    a    reformed    general 

rating  upon  the  present  occupation  basis.     But 

the  impossibility  of  ascribing  any  element  of 

surplus  income  wholly  to  local  public  bene- 

is  distinguished   from   the  operations  of 

national  policy  or  of  private  economic  needs 

and  ,  makes  it  improper  for  any 


254   TAXATION  IN  Till-;   NKW  STATK 

local  administration  to  rely  wholly  on  its  own 
rating  powers  for  its  income.  For  this  would 
involve  a  continual  danger  of  the  locality 
poaching  upon  the  legitimate  resources  of 
the  State,  the  Local  competing  with  the 
Central  Government  in  its  demands  upon 
the  same  body  of  taxable  wealth.  Upon  all 
surplus-income,  except  such  as  is  presumably 
due  to  locally  financed  services,  the  State 
has  a  rightful  lien  for  taxing  purposes  out  of 
which  to  defray  such  costs  of  National  Govern- 
ment as  cannot  conveniently  be  met  from 
State-owned  properties  and  monopolies,  in- 
cluding under  the  term  National  Govern  UK  -nt 
such  control  of  and  participation  in  locally 
administered  services  as  it  helps  to  support 
by  contributions  from  the  national  treasury 
in  the  shape  of  Loans,  Subsidies  or  Grants 
in  Aid. 
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